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CHAI R McRAE: Now we cone to the docket
that, | believe, nost people are here for.

And what | would like to do, if | ever
get used to this chair, what | would like to do is start
out with an opportunity to have public comrent. |'msure
that some of you are not going to want to stay for the
duration of the proceeding. But we do want to capture
your thoughts with regard to this docket, No. 06-241.



So, we will have the public coment

initially. As | said earlier, I will ask you to limt
your comments to three mnutes.
Over here on the side, | do have a

representative who is going to give you notice on the
three-minute time. And | would appreciate it if you
woul d respect that.

And, thereafter, we will hear from
M. CGeddes, who is our counsel in this matter, as to the
procedure we will follow in going through the docketed
i ssues.

So, with that said, I will ask for the
list of speakers.

And if you could get near a mic, that
woul d really be appreciated so we can all hear what you
have to say.

MR. BONAR  First speaker, or first
entity that may which to be speak is NRG Energy. Ray
Long.

MR. LONG Madam Chair, Menbers of the
Conmi ssion, M. Cherry. Thank you for the opportunity to
be here today.

As you know, NRG has been providing
comment s t hroughout the entire process. And today, in
furtherance of that, | brought with nme Tom Kri zmani ch
who is our director of origination, and Gerry Hopper who
is our regional asset energy for NRG

As you know, NRG has proposed
redevel opi ng or repowering the Indian River site with a
630 negawatt clean coal facility. And the technol ogy
that we've chosen is known as | GCC, or integrated
gasi fication combi ned cycl e.

W proposed this technol ogy after
approximately an 18-nonth internal review and severa
ot her technol ogies and believe it is the best one noving
forward to neet the reliability environmental and cost
considerations and priorities for the State of Del aware.

Wth that, | understand that you are
going to take the issues identified in the issue docket
one by one, and we are happy to respond to those issues

as they cone up.

| have brought with ne for Menbers of
the Conmi ssion who may not have it, summaries of the
programthat we have put together. And | will make these
avai |l abl e to Commi ssi on nenbers and ot hers as needed.
Thank you.

MR. BONAR:  The next partici pant and
public speaker segnent woul d be Jereny Firestone.

MR. FI RESTONE: Madam Chai r wonman
Menbers of the Commission. Phil Cherry.

Wth the understanding we will be able
to coment issue by issue, as we go through the docket, |
don't really have anything to say at this time. Thank
you.

MR. BONAR  Del aware Energy Users G oup,



Loui s Monacel |.

MR, MONACELL: Good norning. | would
also like to participate issue by issue, but I have a
bri ef opening statenent.

There are four points that | would |ike
to bring to the Comm ssion's attention and to the Energy
Ofice's attention.

First, that there are dangers invol ved
inthis | RP process, dangers of potential stranded costs.

So, | caution you to proceed cautiously.

If a contract is entered into for, say,
20 years at an above market price, there could be
stranded costs. And stranded costs could |ead to one of
two things. It could |lead to bankruptcy of the utility.
Cost borne by the shareholders. O it could lead to a
desk file with customers migrating to third-party
suppliers with remaining SOS custoners just paying
progressively higher prices.

So, you need to proceed cautiously on a
nunber of the issues.

Second, one of the best ways to proceed
cautiously is what, apparently, is being proposed by al
parties, which is the linmt, the |RP process to serving
the SOS | oad of residential and small comerci al
custoners. That is prudent because no one is projecting
that they will have a significant |evel of migration.

In New Jersey, zero customers have
m grated. 15 percent used in the analysis by the
i ndependent consultant is probably a maxi numthat it
coul d possibly be.

Contrast that to larger CNI custoners
where nost of them have already nmigrated. No one is
proposi ng an RFP process for the larger CNI.

That is fully consistent with House Bill
6. House Bill 6 only had a phase in, if you wll
renenber, for residential and small comrerci al

And why the status speaks in ternms of
RFP process for acquiring new generation resources,
nobody in this docket is proposing |ooking at anything
other than the 1,000 nmegawatts peak | oad and the base
| oad for residential and small comrercial. To do
ot herwi se woul d be inprudent, we would suggest.

Third, if the IRP process is only to
serve the SOS needs of residential and small comerci al
ot her customer classes should not be forced to bear the
cost of that process because they are not within the
purvi ew of what is being -- the process |ooking at.

And finally, you may renenber, that it
was the larger CNI custoners that got the largest rate
increase on May 1st. Over 100 percent if they stayed

with Delmarva. |If they went to the nmarket, naybe they
got discounted 10 or 15 percent off that. But that is
still a whopping rate increase of 85, 90 percent.

W woul d pl ead that you not nake their
situation worse by not proceedi ng cautiously and endi ng



up with stranded cost that the predicanent will be, Wat
do we do with those stranded cost. Thank you

COW SSI ONER W NSLOW M. Mnacel |, |
have a question for you, sir.

Are you really saying that there is no
way, if there is a long-termcontract, the stranded cost
are unavoi dabl e.

Correct?

MR MONACELL: No. | amnot saying they
are unavailable. Wat needs to be done is, at the end of
the day, before any contract is run, sonebody needs to do
areliable, as reliable as they can, long-term projection
of what market price are and conpare the cost of that
Il ong-termcontract with the projected cost of buying
everything in the whol esal e nmarket.

To enter into any contract that is
significantly above, you are going to have stranded cost.

COW SSI ONER W NSLOW  Thank you very
much.

MR BONAR: Fromthe Citizen for Clinmate
Change Chad Tol nman

MR TOLMAN: Good norning. M name is
Chad Climate. | ama clinmate change expert and a
visiting scientist at the University of Delaware in the
Departnment of chem stry and bi ochemi stry.

House Bill 6 has five basic criteria for

the RFP. Nunber one, energy price stability. Nunber
tow, reductions in environnental inpact. And nunber
three, benefits of adopting new and energent

t echnol ogi es.

The i ndependent consultant's fina
report clearly misses the point of legislation. It
awards the | argest nunber of points 40 out of 100, who
will determine who will get a | ong-term purchase power
agreenment to the conpany with the | owest current cost of
el ectrical energy.

It missed the main point, which is the
need to answer the follow ng question

To nmeet an increasing demand for
electricity do we want to build another coal plant in
this Delaware with this associate enissions of carbon
di oxi de and other pollutants, or do we want to choose a
different path, one based on increased energy efficiency
and renewabl e energy sources with the | ong-term goal of
elim nating greenhouse gas em ssions, protecting our
state's people and wildlife and creating new industries
and jobs. That is the choice that will be nade by the
terms of this RFP.

Coal is dirty, but it is cheap. |If you
don't count the cost of lost work time, hospitalizations,

nmedi cal care and increased educational experiences for
neur ol ogi cal | y damaged children fromthe enissions of
SOX, NOX, fine particulates and nercury, or the |oss of
homes, businesses, churches, schools and hospitals, that
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el

wi Il occur as tenperatures and sea |l evel arise with
i ncreasi ng atnospheric concentrations of CC2.

The coal based conpanies would like to
see the | owest cost producer get the contracts, while
they ignore the urgent warnings of the worlds |eading
scientist on the need to act soon to reduce gl oba
warmng, if we are to avoi d dangerous tipping point and
pass on the costs, health inpacts, carbon taxes, which
are sure to cone as the damage fromclimte change
i ncreases and the equi pnent needed for carbon capture and
sequestration to the local citizens and ratepayers. It
is a classic case of bait and switch | eaving Del awar eans
hol ding the bag if their cost rise ever higher. This is
surely not what the | egislature intended.

The independent consultant's report does
not contain the terns climte change or gl obal warmn ng
anywhere in its 69 pages. The term greenhouse gas
appears on Page 58 where | ow greenhouse gas emi ssions are
given only four out of possible 100 points.

Eni ssi ons of greenhouse gasses,

particularly CR2 are going to be a major factor in price
stability, cost to consuners and environnental inpacts
which will greatly increase with time. This is the 900
pound gorilla comng down the street, which the

i ndependent consultant has chosen to ignore.

VWhat Del marva does now with new
el ectrical generation should be part of a |ong-range plan
that includes RGA, the renewabl e energy portfolio
standard for Delaware, and a plan to eventually elininate
all em ssions fromfossil fuel use in Del anare.
California and 10 other states have already agreed to cut
their C02 enmissions fromall sources to 20 percent of
their 1990 val ues by 2050. Del aware should do at | east
as nmuch. W are, especially, vulnerable to sea | eve
rise, which was a foot at Lewes during the past century,
and it is very likely to be to two to four feet and
per haps nmuch nore during the next.

We need to start by getting the terns of
the Delmarva RFP right. | propose that it be a threshold
requi renent that any new el ectrical generating plant
built in Delaware using coals of fuel nust use the best
avai | abl e control technol ogy, mninize em ssions of
carbon di oxide, as well as the conventional pollutants.
Thi s nmeans carbon capture and sequestrati on and scrubbing

fromstart up, not at sone future possible date.

Let's begin nowto build a clean energy
future for Delaware for the sake of the children. Thank
you.

CHAIR McRAE: | would note that for
future speakers the tinmekeeper is over to the side. And
if you would periodically check to make sure you are
within your time limt, | would appreciate it.

MR. BONAR  For clarification purposes,
when you see the yellow card cone up, you have a mnute.
When you have the red card cone up, wap it up.



CHAI R McRAE:  You know he is
color-blind. That card is orange.

MR. BONAR  Bluewater Wnd. And | think
it is Peter Mandel stam

MR. MANDELSTAM  Thank you, Madam Chair,
Menbers of the Comm ssion. M. Phil Cherry.

It is an honor and pleasure to be here
today. | am head of Bluewater Wnd, an offshore w nd
devel opnment conpany. W have a sister conmpany, Arcadia
W nd Power that has devel oped projects on land. This is
not a day for speeches. But let nme just begin by
thanki ng you for all of the work you have done. It is
really quite inpressive. | have been involved in RFP's

around the country. This is without a doubt, the

speedi est and, perhaps, the nost thoughtful process that

| have seen. | wanted to specifically thank the

Conmi ssion and Staff for trying to balance the inevitable
tensions involved in an RFP such as this and reserve ny
comments for the specific agenda itens.

But let me say that | spent yesterday
afternoon with a nunber of students that cane to New York
fromthe State of Oregon and Washington. It is always
gratifying to be with students. They are aware of what
you are doing in Delaware. They have done a | ot of such
work and studies in the Pacific Northwest with a | ot of
renewabl e energy. And these students really understand
the inportance of the work that you folks are doing. It
is after all their future. They are very pleased and,
frankly, amazed given how long it took the Pacific
Nort hwest to get up to speed on renewabl es that Del aware
is enbracing this.

So, | wanted to thank you for all of
those efforts, and | amavailable for all of the specific
agenda itens. Thank you.

MR. BONAR Fromthe Public Advocate's
O fice, John Citrolo.

MR CI TROLO Thank you. Good norning

Madam Chair. Menbers of the Commi ssion

We would also like to participate on the
i ssue by issue basis later and possibly add a few

Qur coments right now are brief.
Overall, our conments were to hopefully have this RFP
attack a wide array of bidders, including renewables. |
think that is good for conpetitive purposes, as well as
envi ronment al objectives in the statute.

Qur prinmary concern with the way it is
goi ng out, maybe with the statute admttedly, and not
necessarily with the RFP. It seens that we are forced to
try to make the SOS provider | ook nmore and nore |ike the
vertically integrated power provider. And | amnot sure
we can do that.

So, we have concerns about what the RFP
inits current formwould do down the road in terns of
price exposure to custoners, whether they choose to be
with the SOS provider, or whether they were to choose an



alternative supplier. Thank you

CHAIR McRAE: Well, | nust say | ama
little surprised. | anticipated nore comments, but | am
sure that we will hear further on some of the matters

t hat have been touched on as we noved through the
pr oceedi ng.

And at this point, | amgoing to ask M.
Geddes, who is Staff Counsel on this matter to -- the
Conmi ssion's counsel -- to give us the fornmat.

MR, CEDDES: Good norning, Madam Chair,
Menbers of the Conmm ssion

James Geddes on behal f of the Conmi ssion
Staff.

The procedure that we would like to
follow today is one that the Commi ssion has used nmany
times before when there are nmultiple issues with multiple
parties.

And | woul d suggest the follow ng for
your consi derati on.

First, that the parties who have not
spoken prelimnary about their positions have an
opportunity to nmake a short openi ng statenent.

I would then ask that Staff be able to
take care of a few housekeeping natters.

And then, proceed through the issues one
by one.

I woul d al so caution the Conm ssion that
at the end of the issue sheet, we should allow an
opportunity for those parties who believe there nay have
been issues that need to be discussed that have not.

The context of the devel opnent of the
i ssue sheet | think is inmportant.

As you know, there was a wor kshop held
here in Legislature Hall on the 18th of August. Witten
conments were filed by the end of August. And Staff's
initial report was filed on the 18th with witten
comments to that initial report filed on the 3rd of
Cct ober .

The final report was issued, | believe,
on the 12th, and sone parties have not had an opportunity
to comment in witing on the final report.

The issue sheet was devel oped fromthe
comments that were received on the initial report, as
well as the other materials in the file.

And so, we have attenpted to capture all
of the issues that we believe parties are concerned
about .

But | wanted to note for the
Commi ssion's attention that parties, although they have
had several tinmes to file witten comment, have not had
an opportunity to specifically speak to any of the
changes that were nmade in the final report.

So, what | amtrying to say is, | think
that in witing, you have had the comments to all of
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Staff's proposal, except to the extent those proposa
changed in their final report. And there were sone
comrent s, suggestions that Staff in its final report
incorporated in its report and parties' positions may
change as a result of that.

So, that woul d be my suggestion of how
we proceed.

CHAIR McRAE: Well, let me just be clear
on the issues.

| understand we received a new issue
sheet this norning. And | amnot exactly sure what the
changes are. And | gather fromwhat you just presented
that there is the potential that issues are going to
arise now in response to the nost recent report that we
recei ved.

MR CEDDES: | amsaying there is a
potenti al .

CHAIR McRAE: Exactly. | understand it
is a potential.

What | amtrying to get to is, capturing
those issues and nmaking sure at the end of the day, if it
is newand it is not on this sheet, then somewhere al ong
the line we will be needing to keep track of it so it is,
at | east addressed in the Conmmission's actions today.

So, I'"'mgoing to look to this table to
ensure, because | |I'm sure the Comm ssioners, |ike
Comm ssioner Wnslow is fishing around for sonething
right now, we may not, with all of the issues on the
table, keep up with what we deci ded and not decided. So,
| just want to be sure that's recognized.

MR. CEDDES: Yes. And one additiona
coment .

There were coments received fromthe
parties, interested parties to the issue sheet. And we
attenpted to incorporate everything that we are aware of.
And | would conmend M. Howatt for spending all weekend
trying to keep up with various changes that were coning
in and was working on this as late as twelve o' clock |ast
night. W have attenpted to capture everything.

All | amsaying is, there maybe a
possibility that at the end of the 18 issues that are set
forth here, there may be a niscellaneous issue that
sonebody wants to bring to your attention. That is all |
amtrying to highlight. So, that would be the way I
suggest we proceed.

CHAIR McRAE: Also, let me just clarify
with the Conmissioners. Sone of these issues are
interlinked. It was ny thought we might want to hear the

di scussion of all of the issues, and then revisit themon
a deci sion basis because as we nove through this, sonme of
the di scussion and coment may |lead us to | ook at issues
in other ways.

So, unless there is an objection, ny
proposal would be that we go through the issues and then
return with our deliberations on them



UNI DENTI FI ED AUDI ENCE MEMBER:  Poi nt of
clarification, Madam Chair.
Wuld it be possible to get copies of

the npst recent version of the issue statenent. | do not
have a copy of them
CHAIR McRAE: | believe so.

Are there other people here who woul d
l'i ke copies?

MR. CEDDES: W attenpted to hand them
out before. | apologize if not everyone got a copy.

MR, MONACELL: WMadam Chair, is your
proposal not to have deliberations today?

CHAIR McRAE: Ch, absolutely not. |
don't think we will be able to get M. Cherry back if
don't do it today.

What | am suggesting is, a lot of these
issues are intertwined. So | ama little concerned if we

deci de Issue 1, and then we cone to two and have a whol e
different prospective, or three, based on what alters
two, that there m ght be sone benefit in going through
the process. And then at the end of the discussion
goi ng back and | ooking at the issue, sorting out the
questions and getting the inputs. And | mght say, this
is only nmy thought on the matter. As | |ooked at the
issues, | see linkages. | certainly amgoing to |eave it
open to the Conm ssioners if they feel this could be
managed differently, | would wel cone their input.

COW SSI ONER CLARK: | woul d agr ee,
Madam Chair. A lot of times, we go through these, and
you are covering sone things on one of the issues -- the
big picture on the end. | think we ought to vote on the
end.

CHAIR McRAE: Wth that being said,
believe that M. Geddes indicated that for those persons
involved in this docket who did not nmake opening
conments, that this would be an opportunity for you to
speak before we begin to address the issues. And then, |
will ask M. Geddes to present the issues one by one as
you got it on the issue sheet. |Is that okay? | see that
expression, M. Ceddes.

MR. CEDDES: As long as Staff gets an

opportunity to have an initial conment.
CHAIR MRAE: O course, you did not

coment earlier. | was aware of that.
Now, if we might proceed with parties
other than Staff. The Public Advocate, | assune that was

your prelimnary comment, so we will of the other
parties, and that will be followed by Staff.

MR WLSON: Good norning, Mdam Chair,
Comm ssi oners, and M. Cherry.

For the record, ny nane is Anthony
Wl son. | am associate general counsel for Del marva
Power and Li ght.

| amjoined here today by M. Tom Shaw,
Executive Vice-president for PEPCO Hol di ngs and CEO of



Del marva Power

Additionally, | amjoined by M. Mark
Fi nfrock, director or risk managenent, and Ant hony
Kanerick, who is the treasurer of PH . They are all here
to assist in answering any of the questions that this
Conmi ssi on may have.

At this time, M. Shaw will make the
company' s openi ng statenent.

MR. SHAW Good norni ng, Madam Chair,
Menbers of the Commission and M. Cherry.

For the record, as Anthony mentioned, ny
nane i s Tom Shaw. You have ny title and card.

I am appearing today to nake a short
openi ng statenment before | turn things back over to
Ant hony, the conpany's |egal counsel, on this process.
And he will provide nore specifics during the course of
your deli berations today.

At a high level, | want to express
Del marva's very real and significant concerns with the
i ndependent consultant's reports, the IC reports.

The initial report that was issued
Sept enber 18, 2006, the request for proposal and term
sheet, mark up issue Septenber 27, 2006 and the fina
report issued Cctober 12, 2006 in this proceeding.

At the outset, Delmarva wi shes to
enphasi ze it supports both the integrated resource
pl anni ng and the request for proposal concept as
established by House Bill No. 6 as codified to Title 26
of the Del aware Code

In fact, the conpany already utilizes an
RFP process to procure energy supply for standard offer
service custonmers pursuant to various Del aware Public
Servi ce Comm ssion Orders issued in Docket No. 04-391

However, as nore fully set forth in

Del marva's conments to the 1C s report, incorporated
herein by reference, Del nmarva has identified severa
areas of critical concern with the ICs report and
recomendations to this Comm ssion

Among ot her things, Delmarva has the
followi ng concerns. Many of the IC s recommendations are
neant to solicit a | arge nunber of bidders.

As indicated in the ICs final report,
the 1C s assunption is that after these bids are
revi ewed, they can be thrown out later if they are not in
the best interest of the custoner.

Del marva Power's approach has been to
assure that we protect our custonmers and be clear with
potenti al bidders about what Del marva feels are
acceptable criteria for our custoners.

W feel this is a nmore straightforward
approach that respects the tinme and effort of potential
bi dders, and npbst inportantly protects the interest of
our custoners.

It is inmportant to remenber as of today,
our custoners only pay for firmenergy that is needed and



have no exposure to generation risk.
The 1C s report woul d have Del narva
purchase nore power than its customers would need. A

fatal flawin the ICreport is that it fails to
appropriately match the enter needs and | oad requirenents
of the SOS custoners, the size of the negawatt block to
be procured. 350 to 400 negawatts is far in excess of
the company's custoners forecasted need and out of
compliance with the legislation that requires at |east 30
percent of SOS custoner energy needs to be procured from
the market by a conpetitive bidding process. And that
Del marva devel op a diverse portfolio of resources

Slide one, which we also have a chart up
here, illustrates that if Del marva was to procure 400
negawatts, this is attached to your packet, as well for
those have who have the testinony, if Delmarva was to
procure 400 negawatts based on the projected usage, the
energy supply woul d exceed that needed to serve the SCS
| oad in excess of approximately 40 percent of the tine.

In those tines, Delmarva under the IC s
proposal, would be forced to sell the excess into the
mar ket .

Slide two illustrates that hourly SOS
| oad can be volatile and sourcing energy predom nately
froma single generating source with |imted ranping
capabilities does not fit the hourly usage pattern of
Del marva's SOS cust oners

The 1 C s report suggestion that Del narva
sell any excess energy resulting froma |ong-term
contract that would have the conmpany engage in
specul ative trading in a volatile market.

This is sonething that Del marva does not
do today and such specul ative activities in recent year
|l ead to many ot her corporate financial |osses.

To project our customers Del marva finds
it totally unacceptable to rely on such an obviously
flawed practice that could result in a loss that woul d
need to be recovered on a dollar to dollar basis from our
cust oners.

Very significantly, the IC report does
not take into account the considerable risk and exposure
that custonmer migration adds to the creation of |ong-term
energy contracts.

As far as | know, Delaware is the only
state in the country that has custoner choice and
proposes procuring energy and capacity froma | ong-term
contract for new generation

Theoretically, if a long-term contract
is above market, all of Delmarva's SOS custoners who are
al ways Del marva's distribution custonmers could sel ect an
alternative energy supplier and the entire burden of that

contract would fall upon Del marva's distribution
custoners, basically, requiring themto pay double
through distribution rates for energy and capacity they
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nei t her need, nor want.

This is real since Decenmber 31, 2005,
over 60 percent of Delnmarva's conmercial customer | oad
and al nost 2,000 individual residential custoners |eft
SCS supply. So it is happening.

The IC report fails to recognize or
address the conpl ex rel ati onship between bid bl ock size,
corporate structure, security requirenents and the risk
for financial performance default that woul d be borne by
Del awar e custoners

Maki ng the bids | arger and nore
concentrated, as recommended in the I1C report, creates
greater risk for the customners

The 1 C report changes the credit and
security requirenments initially specified by Del marva
Thi s recommended change conpl etely ignores and di scounts
recent conpany and industry experience wth bankrupt
counterparties. And it generally ignores the need to
protect the custoners of Delmarva fromthese very rea
and substantial risk.

These risks include finding repl acenent

power due to either a perfornmance or contract default can
be very experience.

For these reasons, the recomended
changes shoul d not be adopt ed.

The conpany is al so concerned that the
ICs report, if adopted, would shift financial and
econom ¢ burdens that are nost properly assigned to
energy suppliers to all of Delnarva's electric custoners
by advocating high volunme and high risk long-term
contract. The IC report underestimtes the risks that
Del marva custoners will be exposed to under a long-term
contract.

Nowhere in the IC report is there any
anal ysi s or substantive documentation of the benefits
that Del marva custoners will supposedly receive from such
a contract. |Instead, at the expense of custoners, the IC
report is focused on providing nmany narket projections
that benefit devel opers.

In addition, as stated in our field
comments, the posted collateral frombidders is based on
Del marva' s best estimate and may not be sufficient to
conpl etely cover exposure, thereby |eading to
under-col l ateralization and higher financial credit risk
This risk is absolutely conpounded by the bel ow

investrment rate counterparties that are, according to
Moody's, ten tines nore likely to default than investnent
grade counterparts

There are nmany exanples of electric
custonmers in other jurisdictions that have been forced to
absorbed cost of long-termcontracts due to
m scal cul ati on, forecast error, or unanticipated market
events.

For these reasons, the conpany strongly
objects to the portions of the IC s report.



Wi | e supporting the nandate of House
Bill No. 6, Delmarva seeks to carry out the mandate
wi t hout exposing SOS custoners, distribution custoners or
the conpany to the aforenentioned risk

RFP filed on August 1, 2006 by Del marva
is consistent with the many provisions of House Bill 6
and provides the needed protection for distribution
custoners and the conpany.

As noted above, we are confident that
the requirenment, terns and conditions of our origina
proposal are viable and practical. That confidence cones
fromthe fact we have been procuring firmenergy for our
SCS custoners in a nunber of jurisdictions through
conmpetitive bid processes, and we are famliar with the

products and services of the whol esale supplier will
provi de.

That concl udes ny tine.

CHAI R McRAE: Thank you, M. Shaw. Let
nme just say, our tinekeeper was noddi ng.

I am asking for comentors, in fairness
to the other commentors, who are also participating in
this proceeding, and this is ny fault, perhaps, for not
clarifying it. | amasking you to also stay with the
three-minute limt, with the understanding that you will
have an opportunity to speak to each of the issues that
are going to be covered today.

So, the other parties that did not speak
previously and want an opportunity to speak

MR FI RESTONE: Madam Chair.

CHAIR McRAE: Well, you did offer brief
conmments, M. Firestone, in your opening? You seeking
anot her openi ng conmment ?

MR FIRESTONE: Al | really wanted to
do is thank the Staff, really, for a super job of really
neeting the parties needs as best they could. | wll
wi thhold, as | said, withhold ny remarks until we talk
about issue by issue. | did put in extensive conments.
Thank you, Madam Chair.

MR. WLSON: Your Honor, what the
company was striving to do was to respond to your request
which was to frame the issues. Because all of these
issues are interrelated. It is not your typica
proceedi ng where you can go one by one and nake separate
deci sions. These things all tie together

The way we ook at it there are three
core issues that tie together. And those core issues
relate to the bid block or the megawatt size that is
going to be procured. It relates to credit and security
requi renents that are needed to protect the custoners
here in Delaware. And it relates to whether the contract
is going to be for firmdeliver of energy, or it's going
to be tied to a specific plant.

Those are overriding issues that tie
everything together. And M. Shaw s coments wanted to
just drive hone the point that this is not an issue by



issue matter. They tie together, because if you have a

| arge bid block and don't have the appropriate credit
protection, you are headed for a situation that the
company has al ready experienced where you get into a
Mrant type situation, and you are |lectured by the FERC
for saying, it was a business judgnent that you nmade, not
to have appropriate credit protection in place.

W don't want that to happen again. W
don't want the customers to be exposed to a | oss that
they don't currently face.

We just want to rem nd the Conm ssion
and | say that the purpose of House Bill 6 was to benefit
the custoners. The custoners' interest sometimes are
dianetrically opposed to that of a narketer. A
marketer's interest is to sell power. A custoner's
interest, and House Bill 6 spells it out, is to acquire
power that is sufficient to neet the needs and it's
diversified and supplied along with sone other
requirenents.

There is nothing in House Bill 6 that
says do everything just to get bids. And for the
conmpany, we would not issue an RFP that we did not think
could help the custonmers in ternms of the ternms and
conditions. W don't issue an RFP in bad faith thinking
we are going to throw out the potential bidders.

So, we were quite surprised during
di scussions to hear that kind of -- you know -- to have
t hat di scussi on.

W firmy believe that if the RFP is
issued, it has to be sonething that when you get bids
that neet the task, we can all live with it.

CHAI R McRAE: Thank you, M. WI son.
And | will acknow edge that that was two bites at the

apple for Delmarva. | did not, in fact, interrupt

M. Shaw because | fully do appreciate, for one, | did
not give the clearest instruction here. And
additionally, | amfully aware of the concerns that have

been raised by Delmarva, and | amwlling to allow
articul ation on that.

Clearly, you have had maybe 10 mi nutes
now. But if we can proceed now, we have Staff, unless
there is sone other party, | amsaving M. Geddes for
last. 1s there soneone else in the matter who did not
have an opportunity to coment at the opening? |If not, I
will ask M. CGeddes to give his coments at this tine.

MR GEDDES: Madam Chair, does that nean
| get 10 mnutes? | wll try to be brief.

Madam Chai r, Menbers of the Commi ssion
| would like to take this opportunity first to thank
with great appreciation, Barry Sheingold and Wayne Qi ver
of New Energy Opportunities, Inc., and Merrinmac Energy
G oup, Inc., and their team

I think every menber of the Staff feels
that the effort that they put in on these short
turnarounds was outstanding. And | think the quality of



the product, whether you agree with its concl usions or
not, | don't think you can disagree that it's a |ot of
hard work and very well done.

But getting to the issues that you need
to decide today. | think it is clear what the
Conmi ssion's responsibilities are and the other state
agenci es because they are set forth in the statute.

And if you have questions today, | would
suggest that you go back and revisit Section 1007
because | do think it does provide the Comm ssion with a
path forward in ternms of how it should try to proceed.

Now, it is clear fromthe comrents of
M. Shaw, on behal f of Del marva, and fromreadi ng the
i ssue sheet and the materials that we have subnmitted that
had there's two conflicting or disparate views as to how
this bidding process should be started.

To use the anal ogy of an election, |
think M. Sheingold was the one who suggested this to ne
yesterday. W are in the process of trying to determne
what the rules should be for a fair election. W are not
hol di ng the el ection today.

And | think that M. Shaw in his
comment s, perhaps, suggest that the election is being
hel d today because he is suggesting that if we allow this

proceed to go forward, the results will be as he
articulated them

Now, we di sagree with his concl usions.
But we also disagree that's not where we are in the
process. Were we are in the process is trying to
determ ne what the ground rules are going to be. Not
what the ultinmate decision will be. That is to occur in
February. Al we are trying to do is create sone
criteria, consistent with a statute so that an RFP can be
i ssued.

Now it is clear that Staff and its
consultants have a different view of howto protect or to
inprove the interest of the citizens and the custoners of
Del marva who take SOS service

Del marva is very precise in its attenpt
to conscript, Iimt, and otherw se fashion this RFP so
that the door that is open is just open a crack. And
that the bidder who hopefully is out there will have to
nmeet all of these criterias in the first instance.

Staff, obviously, takes a different
position. It is like a funnel. W are interested in
having a large response to this RFP. W are fishing with
a much broader net.

Now, there is possibly a risk that there

will be sonme bidders who respond who will be disqualified
because the size is too large, the credit is not
sufficient for lots of evaluation issues, which, as you
know, will take place between the tine the RFP issues in
Novenber and when you decide this in February.

So, | think it's clear that we have a



different point of view And Staff believes that its
prospective in trying to broaden the net, if you will,
and to allow as many potential bidders to participate in
this process, and then through the eval uati on process
what is the nost appropriate bid is the way to go, rather
than narrowi ng the focus in the beginning and having the
prospect that no one will be able to bid. And I think
that is a clear difference in ternms of our approach

So, we woul d suggest that a broader
approach at this point is the appropriate way to proceed.
And as we go through these issues, you will see why that
reason | think is persuasive. Thank you for your tinmne.

| have some housekeepi ng matters.

CHAIR McRAE: Pl ease

MR GEDDES: |If | might, with your
per m ssi on.

One housekeeping itemthat | would like
to deal with now, and that is trying to establish

information for the record.

As you know, nobst of the materials that
have been generated in this docket have been put up on
the website.

But for purposes of making a record,
woul d Iike to now ask the Comm ssion to consider entering
a series of exhibits. There will 36, and what | would
like to do is ask M. Howatt if he would give you a copy
of this exhibit list.

I do not plan to go through each one of
them | will tell you that all of the exhibits, with the
exception of Exhibit 3 and 4 are up on the website and
have been nmade avail able to the public.

But for purposes of establishing this
record, | would like to have the Comm ssion consider this
list. And in addition, | would Iike to include Exhibit 3
and Exhibit 4 that are on this list, which are the
noti ces of the hearing today and a notice of the workshop
August 18th. Those two notices are not up on the
website. But every other exhibit that is listed on this
sheet, or these two sheets has been nade avail able on the
Conmi ssion's website.

So, for purposes of establishing the
record in this proceeding, | would like to nove the

adm ssion of Exhibits 1 through 36 at this tine.

CHAI R McRAE: Are there any objections?
If not, the log is admtted, the exhibits that are |listed
in the | og.

MR, CGEDDES: Thank you, Madam Chair.

CHAIR McRAE: Wth all of that said, we
are now at the point where we will address issues. |
don't know that we need a framing, but to the extent that
the list is alittle bit fluid, I amgoing to ask
M. Ceddes to just speak to what we are tal king about
with respect to Issue 1. | see the positions of the
parties listed here. But | amalso going to give you an
opportunity to conment on the issues for the benefit of



the Conmi ssion and M. Cherry.

MR GEDDES: Madam Chair, Menbers of the
Conmi ssi on.

What | woul d suggest, as we go through
these issues, is that to the extent a parties' position
is set forth on the sheet, | do not think that they need
to further elaborate. However, to the extent that they
feel that the position is not correctly set forth,
per haps, they would need to nake sone brief renmarks.

But with regard to franming the issue,
agree with M. Shaw and M. W/Ison that nmany of these

issues are interrelated. And | believe the Commi ssion's
approach in waiting until all of the issues have been
di scussed is an appropriate one.

The prelimnary comment with regard to
the legislative prospective goes to ny opening remarks
and M. Shaw s openi ng remarks.

W see things differently. The conpany
is quite interested in having a small size unit. Having
the bidder be investnent grade, and it be firmcapacity
and not unit specific. As | said, we believe that wll
narrow t he bidders who have those criteria.

We think a better way to nove forward is
to include 200 negawatts or up to 400 negawatts. To have
i nvestment grade and noni nvestnent grade. And to allow
people, if they want to bid firmpower, or unit specific,
to have the choice. But not tolint it as the way the
company suggest.

We do think that is consistent with
| egislation. Because if you |look at the |egislation
remenber | suggested that is your |oad star, there is no
di scussi on about unit size, financing arrangenents, or
other criteria. 1t's about devel opi ng resources,
|l ong-termresource with certain evaluation criteria set
forth. And | would suggest that that approach is nore

consistent with the |egislative prospective.

COW SSI ONER W NSLOW  Madam Chair. M.
Geddes, | hear you. | think you have an excell ent point.

My readi ng of Section 1007 that you
directed me to, Section 1, indicates to enter into short-
and | ong-term contract.

CHAI R McRAE: Excuse me, Conmi ssioner
Wnslow. Speak into the mc.

COW SSI ONER W NSLOW | apol ogi ze. The
statute indicates under 1007(b) (1) that they enter into
short- and long-termcontracts with a procurenent of
power necessary to serve its custoners

Now, | understand that, obviously, they
woul d not enter into contracts in excess of what they
need, correct? So why would we be | ooking for bidders to
bid on sonething that they would not be considering?

MR. CEDDES: Again, | think, this
i nvol ves judgment, and peopl e can di sagree when peopl e
enpl oy judgnent.

I think fromour prospective that



Del marva has taken the worst-case scenario, or the
conservative case scenario. Large mgration. And the
fact that their load growth will be al nost static.

We take a different prospective that

their large growth will be larger than they believe it to
be. And historic mgration for residential and smal
conmercial is not reflected in comercial customers.
believe that M. Shaw said that they have 2,000 customers
fromthe residential and small commercial migrate and 50
sone percent fromthe | arger custoner classes

We have in our calculations included a
potential of 15 percent migration. W still think that
the unit is sized appropriately.

But, again, that rmay be through the
eval uation process the determnation is nade that 200 is
the right size or 300 or sonmething in between. The
gquestion is now, we are not resolving this issue today on
the proper size. Al we are saying is, just don't close
the door here when there nmay be sone |egitinmate
di sagreenments about what the load growth is going to | ook
like and what the migration rate will be.

If you take Delmarva's argunment, that is
their conservative case. That may be wong. |If it is
wong, then the unit is going to be undersized.

Qur case, on the other hand is, we wll
i nclude | arger bidders, perhaps, and we are also trying
to reflect conrents about the realities of the conmerci al
mar ket pl ace.

You will hear from NRG about commercia
size and what is financeable and what's not. VWhat we are
trying to say is, why don't we take a broader approach
now, and as we get through the eval uation period, nake
sure that these nunbers that M. Shaw has thrown out this
norni ng are ones we can agree with or disagree with and
bring that disagreenent to you in the evaluation process.

CHAIR MRAE: | have a follow up and
then we will go to Conm ssioner d ark.

I have difficulty appreciating whether
if we go through this larger size supply issue, are we
encour agi ng bidders or endorsing the fact that at sone
point -- and | heard what you said about taking a big
picture and then refining it. But I'mnot still clear on
the process of how we wi |l deternine.

Fromwhat | read | think it was NRG and
Bl uewat er maybe, it was stated well, it is a nonstarter
if we are talking less than a certain nunber. And if
that's the case, and we ultimately mght end up with
anot her nunber, are we engaging a fantasy, and nmaybe not
because there may be | acki ng dat a.

But | do think that is the point
Conmi ssi oner Wnslow was trying to reach, and it is one
amstill struggling with about how this refinenent

process occurs.
MR GEDDES: | think it occurs in the
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eval uation of the bids, based on the various criteria
including price and nonprice factors. It is 1,000
megawatts. W are tal king about the difference between
200 and potentially 400. But there is 1,000 negawatts
that needs to be served.

Now the statute, how do | say this
carefully, | believe the statute one could nake the
argunent that 30 percent of it should be market based and
the other 70 percent should be subject to other
arrangenents.

Renenber, this plant, if there is one
that is accepted, will not be comng on Iine for severa
years, probably. There will be load growth. And there
is a potential, certainly, for migration, but we don't
think that sizing this this way is going to, at this
particul ar point, cause any prejudice.

CHAI R McRAE: Commi ssi oner d ark.

COW SSI ONER CLARK: | have a question
Really, | think it's probably nore targeted to Del narva
along with what M. Geddes was sayi ng.

Can you articular for nme what the
prejudice would be in setting the maxi mum contract size t

400, or 350, or 450, when in February there are going to
be nore agencies involved in eval uating whet her or not
these bids are going to neet our |ong-term needs.

guess the question is whether we need to decide today
what is going to happen, what is going to be appropriate,
or get the maxi mum anmount of bids avail abl e.

MR WLSON. Conmissioner, it goes to
the core integrity of the bid process. |If you are going
to set up a process where you are not going to really
consi der bids that conme in and you are planning to kick
themout, that is one thing.

VWhat we are trying to do is set up a
process to get bids that are sufficient to neet the | oad
for SOS custoners and don't nmake Del marva a power
nmarketer. We are not in the business of taking excess
power anynore and placing it back to the narket.

As the charts were denonstrating, 49
percent of the tine we would be in that position, which
nmeans that 49 percent of the tine custoners are going to
be oversupplied and overpaying for purchase.

If the market starts to drop, if you got
a 10 percent drop, custoners are going to be paying
al most 144 million dollars nore than the market price.

If you get a 20 percent price drop over a 25-year

contract, custonmers will be | ooking at 288 million
dollars. |If you get a 30 percent price drop over that
sane 25-year percent, your net present val ue, your
custonmers will be exposed to alnost 432 mllion dollars
in excess paynment because of the inherent inflexibility
of the process.

| understand that it said, Wll, we're
setting up for election. This is the election. This is
a 90 percent Republican district. You win the prinmary,



you win the election. Wat we are trained to do is get
it right the first time out. W have al ready experienced
an eight percent custoner shift. W are halfway to that
15 percent.

So, the projections Del marva uses,
relying on historic information, put us in a pretty solid
position. There is a lot at stack. They put a lot into
the process. But if the nunbers are wong, the
i ndependent consultants don't suffer financial |oss. The
custoners suffer. The conpany's suffers. And the State
of Del aware's econony suffers

COW SSI ONER CLARK: Al ong those |ines,
they are all good and inportant arguments.

CHAI R McRAE: Conmi ssioners O ark, for
ny benefit and the audi ence, speak into the mc.

COW SSI ONER CLARK:  Those are all good
and inmportant considerations that we have to chew on. M
question is, how can you articul ate what the prejudice
woul d be on chewing on that neal in February as opposed
to now?

MR WLSON: Well, the RFP sets up the
rules. If you will ignore the rules in February, what is
the point of having the RFP. What you are saying
essentially is, it does not matter what the RFP says
because in February we will be free to decide anything
el se.

COW SSI ONER CLARK:  Maybe | am askew.
It seens you coul d have sonebody bi dding at a 400
negawatt PPA and you coul d have sonebody doing it at 200
or 100. Trying to get smaller bidders. W are not
necessarily comm tting ourselves if we approve a maxi mum
contract size at 400 negawatts, we are not comitting
ourselves to do it in February.

MR WLSON. You are getting a |ot of
bids. Renenber, this is a very conpressed tinme frane.
Al'l of those bids have to be given tine. They all have
to be analyzed. They all have to be processed. You get
a bunch of bids that are so far outside of the scope,
they don't serve the SCS needs. They are so far beyond,

they are going to get elinminated at some point. But you
can't prejudge them and throw them out.

As opposed to getting tail ored bids that
fit the need, that fit the profile that are consistent
wi th what House Bill 6 mandates. So, we are trying to
get things that are closer to the mandate of House Bil
6, as opposed to just getting bids. Just getting bids is
a neaningl ess process. Getting bids that reflect the
need and will serve the SOS |oad, that is the goal

COW SSI ONER CLARK:  Madam Chair, just a

coupl e of nore questions. Just one thing, | appreciate
the concerns and what we are tal king about in the end
locking in long-termcontracts. Intuitively when we got

generation here in the State, you would think that that
woul d be | ess expensive, but there are a | ot of stranded
cost risk, for instance, that go along with that.



appreciate that. | amtrying to work through that
nysel f.
Just a couple of questions with regard
to your estimated | oad curve for 2013, slide nunber one.
Just one issue, of course, we are
required to nmake sure whatever happens at |east 30
percent of the supply conmes fromthe whol esal e market.
Under this |oad curve here that would

not be an issue; would it? The 30 percent would be
cover ed?

MR. SHAW Actually, slide one does not
include 30 percent. |If you put that 30 percent in there,
the percentage of time that the excess is in place goes
up. So, you are right in regard to the 30 percent SCS
bid requirenent. It is not included. So, in essence, it
makes it --

COW SSI ONER CLARK:  Just in this area
up here where demand is over the 400, that would be
enough to cover 30 percent under this scenario?

MR SHAW Up there where the demand is
hi gher. But | ook at the percentage of tinme when that
exi st.

I want to correct sonething that
M. Ceddes said. The load for this segnent of custoners
is 1,000 negawatts. |It's less than one percent of the
time. Mdst of the tine, you | ook at 50 percent plus.
Plus the load is significantly less. That is the whole
point of this chart. That is why sizing is inportant.

Anot her thing I would add to your
earlier question. Bidders need to know what they are
bi dding on to subnmit good bids. To leave it too w de
open you are going to get all kinds of bids that are not

necessarily pertinent to what we really need.

COWM SSI ONER W NSLOWN  Madam Chai r.

CHAI R McRAE:  Yes

COW SSI ONER W NSLOW  Thank you, Madam
chair.

I think I hear your answer to
Conmi ssioner Clark is that anong other things, and the
| ast point nade by M. Shaw, as well, this might bring in
a lot of bids that you will have to evaluate. A large
portion of themor sonme portion of themwll be
overcapacity, and, therefore, at the end of the day, you
are going to reject themand it will put a big work | oad
on Del marva Power and Light. | think it would be a
consi deration we have to make.

But it seens to ne there are a |lot of
knowl edgeabl e people in this room And there is a
website that has all of the issues onit. And we were
publicly discussing this issue at this nonent. |t
strikes nme that any know edgeabl e person who is about
ready to make a bid on a project like this would have to
take into consideration before that bid was nmade what
Del marva Power and Light has to say about its capacity
and what it is going to do in terms of entering into sone



sort of a long-termcontract.

So, don't you think with the public
nature of this discussion and discourse it is really
going to reduce the chance that you're going to get a
| arge nunber of bids that are really not appropriate.

CHAIR McRAE: | w sh that were so.

But | do believe, Conmi ssioner W nslow,
that some of the direction com ng fromthe Conmi ssion
today may, and why | think are deliberations are so
inmportant, | think there nmaybe sone reliance on whatever
nunbers we settled on, if any. And so, we probably need
to be very clear as to what that neans, when we are
deci ding the issues.

COW SSI ONER W NSLOW | concur with
that, Madam Chair. But | will then go back to what |
quoted to M. Geddes before, which is it was part of the
legislative intent here, in ny opinionis, that this
programis to provide the necessary power conmitnment for
the future for custoners, not the unnecessary procurenent
of power.

CHAIR McRAE: M. CGitrolo.

MR CITROLO | would like to briefly
gi ve our prospective on one of the questions Conmi ssi oner
Clark had and preface that with, first, | want to thank
M. Padnore for assigning ne to this case. | did not get

ny revenge until yesterday, when we discussed this, and |
told himthere were sonme positions and issues that we
woul d be relying with the conpany on, DP&. And as you
can see, | did talk himin off the | edge of his office.

One of those issues, with all due
respect to M. Geddes is, for us, anyway, the people, the
el ection process is today. W are not on the comittee
review ng these bids down the road. And the nore
uncertainty we | eave here with today, the nore
anticipation we will have on what happens then.

And, especially, with the price inpact,
the risk of that, to consuners. And hopefully that gives
a prospective to Conmm ssion Cark, naybe not a direct
answer to the question.

And in response to Conmi ssioner W nsl ow,
that is the same position that we take. The SOS process,
bei ng designed as a integrated utility does pose
problenms. It is not the days where you procure from
yoursel f for your customers. Excess capacity or excess
energy supply is going to have to be paid for. And | ooks
as though, given the SCS statute, that will be paid for
by the custoners. Thank you.

MR. MANDELSTAM  Madam Chair, is it out
of order to ask a question about this exhibit?

CHAIR McRAE: No. You certainly may.

MR. MANDELSTAM  Thank you, Madam Chair.

W nd devel opers, such as Bl uewater and
fossil devel opers spend a great deal of tine working with
utilities to try to understand their |oad needs.



Qoviously, it is a very collaborative dance. W want to
under stand what they need. W want to try to provide it.

So, in that spirit | amtrying to
understand slide one. | have a few questions at the
begi nni ng.

It is my understanding fromthe
consultant's report that the Del marva road, as of Cctober
2004 through Septenber of 2005 was, in fact, 1,028
megawatts, which seens to be the 2013 load. And | know
that the consultant and the Staff asked for |oad growth
over the next 10 years. But, in fact, devel opers, such
as nyself, are interested in load growh up to 2037
which is the end of the period of time. So, | amtrying
to understand what is the true picture. What do they
really need between now and 2037, which is what the
| egi sl ation intended.

Furt hermore, | am confused about the
curve because one can read graphs a lot of ways. |If
there is an excess supply on the right, there is a

deficit of supply on the left, if | amreading it
correctly, Madam Chair. 49 percent of the hours, in
fact, there is less supply than the demand because under
the curve there is a deficit. Perhaps, | amreading
incorrectly. | think we should try to understand what

Del marva system needs are because that's the best way you
can get a responsive bid.

CHAI R McRAE: Put that slide up again,
and if a representative from Del marva coul d respond.

MR FI RESTONE: Madam Chair, not all of
us have copies of this slide.

CHAIR McRAE: But | do believe what is
being referred to -- was that not one of the slide you
i ncl uded?

MR. SHAW Yes.

MR. FIRESTONE: At the angle it was
earlier, we could not see it.

CHAIR McRAE: W are going to ask it be
angl ed better, as well.

MR, MANDELSTAM  Madam Chair, ny first
question if the load. The consultant report seens to
indicate this is the load in 2005. But this graph
indicates the load in 2013. And the real question is
what is the | oad gromh between 2013 and 2037, which is

the period of tine under the |egislation

MR, FINFROCK: | am Mark Finfrock. |
will respond to that question

MR MANDELSTAM |I'msorry. | can't

hear you.

MR FINFROCK: M nane is Mark Finfrock.
I will respond to your question

Wth respect to the slide, it reflects
the load gromh. It reflects the |oad of 2005 grow ng at
an average two percent rate into 2013. So, that is what
the | oad would | ook like, and the | oad curve woul d | ook
like with respect to |l oad need in 2013, assunming a two



percent growh, which is what our internal projections
are.

As far as |load growt h beyond 2013, we
have not projected out further than 2016 at this point in
time. We would assunme additional two percent through
2016. But recogni ze you woul d need well over doubl e
digit growh rates to achieve -- to elimnate that yellow
color on that chart. A significant anount of growth
woul d be required

MR. MANDELSTAM Explain to nme on the
| eft side of the chart -- this chart is sinplified -- |
under st and you have ot her sources of generation. But for

those of us in the audience, it appears that there is a
deficits for 49 percent of the hours of the year

MR FINFROCK: That's correct. W do
not have other generation. W will source that deficit
whenever it occurs through, an obligation of the
| egi sl ation, of 30 percent sourcing through the bid
auction process, which is a requirenent.

And in our integrated resource file that

we will file at year end, we will identify the nost cost
effective way to service all of the | oad.
MR. MANDELSTAM | appreciate that.

Perhaps | msheard the earlier testinony of the Chairnman
and CEO

He said you did not go into the market
to trade but, in fact, you do.

MR. FI NFROCK: As of today, we procure
all of our power needs through our SOS auction. And we
procure just the amount that is required. It is through
firmenergy contracts and the suppliers take the risk of
the usage of our custoners.

MR. MANDELSTAM  But what you are
suggesting is in the future you will be going into the
market to procure that deficit on the left?

MR. FINFROCK: It depends on what our

integrated resource plan identifies as the nost
appropriate neans of serving our | oad.

If we decide it is all firmenergy we
shoul d procure through an auction process, we woul d not
have any risk of overprocuring or underprocuring. That
is a possibility.

If we procure energy froma specific
generation unit, when we don't know how that unit is
going to run in the marketplace, we would |ikely have to
rely on the spot nmarket or near termnmarket to fill the
voi d when that generator does not run. W would be nore
i kely be into the specul ative energy market if we relied
significantly on a single generator that does not follow
our load the way our |oad | ooks.

MR. MANDELSTAM  Sorry, Madam Chair.

CHAIR McRAE: There nmay be opportunity
for further conment.

But | particularly want to give the
Conmi ssi oners an opportunity to further speak on this. |



see Conmi ssioner Clark, and | nyself have a question or
t wo.

COW SSI ONER CLARK: | just want to know
can any of the participants that could articulate for me
why this potential excess supply shown in this chart does

not represent a significant risk to the conmpany? | nean,
that is a concern | have. | would |like soneone to
address that.

MR, CEDDES: Madam Chair. May Staff
address that.

CHAI R McRAE: Pl ease.

MR. CEDDES: | would ask M. Sheingold
on behalf of Staff to address it.

MR SHEINGOLD: Let ne first clarify a
proposal because | don't think that is fully captured.

CHAIR McRAE: | am not hearing you.

MR. SHEINGOLD: 1s this better?

CHAI R McRAE:  Yes.

MR SHEINGOLD: | just want to clarify
what our proposal is first and then address your
question.

The nmaxi mum size we are proposing is 400
nmegawatts. |If the unit had no flexibility, was a base
load unit, and it had no flexibility to ranp down, and
these are really the off peak hours that you are talking
about, then, there is, basically, a formula that woul d
reduces the naxi num size of capacity.

Now, for base load units, coal units,
even coal gasification units, they have technically the

flexibility to ranp down off peak hours, so if that
capacity was 50 percent, it would have the capability
during those hours to ranp down to closely nmatch

Del marva' s | oad.

Now, the energy is priced relatively
i nexpensively for units so it may be better even above
the load to sell it at a profit. So, we have in there in
our formula for maxi mum si ze an adj ust nent nechani smt hat
woul d reduce the size where there's no flexibility. And,
| think, if there is the type of ramping flexibility that
' m suggesting, that really is not an issue in termnms of
mat ching during the off peak hours.

So, in terns of addressing your
question, which is what is the risk of doing it, does
that present a risk.

CHAI R McRAE: Excuse nme. Pl ease keep
your voice up

MR SHEINGOLD: |I'msorry. It is,
basically, captured in the evaluation criteria. W have
a specific category called exposure that, basically, if
you' re under 200 nmegawatts, you are going to get a
significant nunber of points. A total of six points. It
al so takes into account the credit worthiness of the
seller.

So, what we have done is, we've tried to



acconmodat e Del marva's concerns which are legitinate in
terns of having a scoring systemthat, basically, takes

that into consideration. It is really nore conplex than
what has been suggested by Del marva.
CHAIR MRAE: | did see, and | know

M. Ceddes is going to speak and it may further clarify
that, but | do recall reading in sone of the materia
supplied by Del marva that when you are tal king about
exposure and selling off excess, it does, in fact, depend
on off peak, or when you are selling it and what the
market is doing. So, there isn't an automatic assurance
that you are going to sell at a profit, at |east as
under st and.

MR. SHEINGOLD: There will two issues.
One is, if the contract is structure so you, as the
buyer, have the ability to reduce, to call on the output,
to reduce the output when it is not econom c, you can do
that, and that woul d address Del marva's situation when
it's either uneconom c or you don't have the | oad.

If it's economic, it would nake sense to
sell it into the narket and the profit would go to the
benefit of ratepayers. And this is done on a very
short-term basis.

CHAIR McRAE: M. Ceddes.

MR GEDDES: Madam Chair, the point |
was trying to make is | want to nake sure we don't | ose
site of the fact that whatever occurs in this RFP, it
does have to be plugged back into the | RP, where Del marva
will have to do a formal 10-year study of its denand.
There will be opportunities to ask questions about that.
And that the ultimate determ nation as to whether this
project, even if it is approved, whether it's one or two,
even nmakes it into the IRP in terns of through that
process is open to question today. Because if you | ook
at the statute, and this is really the key to all of
this, all of this really leads up to this one sentence in
the statute, under Section 1007

CHAIR McRAE: Point ne to the specific
sent ence.

MR. CEDDES: | was about to do that. It
is the sanme 1007(b), but it is the second paren one. It
is in the nmddle of the page, or the niddle of the
par agr aph, whi ch begins Delmarva is required to conduct
an integrated resource planning.

But then it states further on, In its
| RP, DP&L shall systematically evaluate all avail able
supply options during a 10-year planning period in order

to acquire sufficient, efficient and reliable resources
over time to nmeet its custoners needs at a m ni mum cost.
And earlier in that paragraph it says
that Delmarva must, in this effort, enter into short- and
| ong-term contracts, own and operate facilities, build
generation and transm ssion, make investnent on denmand
si de and take any ot her Conmi ssion approved action to
diversify their retail |oad.



I think it is hard to inagine a scenario
where Delmarva is not going to be in the energy narket
trying to acconplish these things on behal f of their
cust omers.

MR. MONACELL: Madam Chair.

CHAI R McRAE: Excuse nme. | see
Conmi ssioner Wnslow. Can | hear fromhimfirst and then
you, M. Monacell.

COW SSI ONER W NSLOW M. Geddes. |
listened closely to our visiting professor, and al so we
know we have heard froma wi nd of people.

If we were to limt this inquiry to what
Del marva wants to, we would run the risk of not having
valid bids fromthe constituency that they are arguing
for?

MR GEDDES: OQur contentionis, | would

not use the word valid. | would use the word bids in
terns of it's the concern, that froma comerci al
prospective, that if the size of the unit and the
guarantees that are required are either too small and/or
too onerous, that the nunber of bids that you wll
receive will reflect those conditions. And it is a
bal ancing act. | amnot trying to suggest that anybody
knows for sure

But the guidance that we have and M.
Shei ngol d has done a I ot of these transactions in the
commercial world, and you al so have NRG and ot hers
suggesting that these are inportant criteria to set in
the sense of trying to attack people to participate.
Because there is no guarantee that if the RFP goes out,
people will necessarily participate if the conditions,
they believe, are too onerous.

So, it is that balance that we are
trying to achi eve here.

CHAIR MRAE: M. Monacel |l .

MR MONACELL: | just wanted to say, |
fully disagree with M. Ceddes' interpretation of the
statute. |If a candidate is selected in the RFP process,

and it is the only candidate for the I RP process, it
still has to pass nuster

But the Conmi ssion should not assune
there are parties here in this roomthat agree with that.
There are parties who, for exanple, Bluewater Wnd and
the Staff issue sheet discussion disagrees with that.

So, that is an issue before you

CHAIR McRAE: Well, actually, it does
lead into a question | had with respect to Bluewater and
NRG and, perhaps, even SCS around this notion that unless
there is sonmething |ike 400,000 or 600,000 or better,
think are sonme of the nunbers | have seen, that the whole
deal as to your participation is tied into that.

And | question whether -- and it may
have been clarified in your witings but I did not see it
-- howit is that Delaware is |ooked to as the sole
source in this process as opposed to nore than one



long-termcontract. And if sonme of the participants who
expressed the concern around 600 nmegawatts or above
because of your capacity requirenments to support the
generation you are putting out woul d speak to that.

I think that was Bluewater. It was NRG
Maybe even SCS.

MR. MANDELSTAM  Madam Chair, this is
Pet er Mandel stam from Bl uewat er W nd.

I amnot sure | fully understand your

question, but | can speak to the issue of 600 negawatts.
Any wi nd devel oper spends a great dea

of time trying to design the appropriate size project.

It is a rather involved process. As we speak, | have

boats in the Delaware Bay and in the Atlantic Ccean doing

geot ech and geophysical to understand the subsoi

conditions, which is a crucial element to understand the

total price.

CHAI R McRAE: |'m not questi oni ng.
di d understand that.

My question tied to -- at least in
interpretation of your witing -- that Del aware the | oad

here woul d be essential to the process versus Del aware
conbined with the Eastern Shore of Maryl and.

Are there |ogistical reasons why this
| oad must be the one that supports -- this |oad
excl usively that supports your undertaking. You are not
the only one. NRG needs to speak here and maybe SCS

MR. MANDELSTAM | know, Madam Chair.
It was a very sinple calculation in the initial instance
as we filed our initial coments.

The initial RFP was for 200 negawatts.
Let's assune a capacity factor of 33 percent. You get a
600- negawatt wind farm which satisfied the RFP request

for 200 negawatts. It was very sinple. That was our
baseline initial analysis. W were responding to 200
negawatts. W assunmed it was 200 negawatts at 100
percent capacity an issue that is still before you. It
was a very sinple calculation on our part.

CHAI R McRAE: Very good. How about NRG?
Are they here?

MR LONG Madam Chair, as we said in
several of our filings, as we |ooked at this project, we
| ooked at it -- and if | amdigressing to far reel ne
back i n.

As we | ooked at this project and worked
with the legislature on the legislation earlier this
year, and to bring everybody back, truly the intent of
the legislation was to prevent sonething |like the 59
percent rate increase that consumers experienced this
year from happening as we get into the future

As NRG | ooked at that and we | ooked at
this project, we |ooked at the needs in Del aware and a
coupl e of things junped out of us right away.

One is that Del aware, as a whole, has
been growi ng in popul ation size significantly for the



last 10 to 15 years. It is one of the |eaders on the
East Coast. | think the nunber for Del aware, as a whol e,

was 17 percent growth rate.

Sussex County, on the other hand, was in
the 38 percent range. And there is no, in our opinion
in the research that we did, there is no sign that that
is going to drop away.

So, one thing is neeting that demand
going forward. And clearly, we have been talking about
that today.

The second thing is the environmental
benefits that the state has made a priority that
M. Cherry is here to discuss.

And the third thing is the cost equation
that | mentioned earlier. |In that, we |ooked, as
mentioned in ny opening remarks, we | ooked at clean coal
in particular, as being one very solid solution to
addressing long-termstability of prices, for, at |east,
the duration of the contract and then in the narket
beyond t hen.

How did we get to the 600 negawatts? It
is really an efficiency cal cul ation

CHAIR MRAE: Now, as | said to the
Bl uewat er representative, | understood how you got there.

My question related specifically to how
do you off load capacity in terms of other buyers? |

understand we're going to have to nmake sone deci sion, and
we certainly want to maxi rumthe bid invol venent. But |
al so want an understandi ng of what other neasures are
underway in terns of other buyers. Are you |ooking at
that, other contracts beyond what you might do in
Del aware? That wasn't really fully addressed

MR. LONG The short answer to your
question is, yes. W are |ooking at other potentia
buyers for this load in the area

The | onger answer to the question is,
this is the faster noving vehicle to get generation built
inthe state. And it's the surest vehicle. The
| egislature and the Public Service Comm ssion clearly
st epped up and showed the |l eadership in this regard and
sai d, Look, we want to nmake sure we get the right iron in
the ground and have the energy and capacity that our
custoners need long termin the state to try and prevent
anot her major rate increase from happeni ng down the road.

As a result, as we put in our bid and
what we proposed in this booklet that | think nost of you
have seen, is that 630 negawatt plant and what we
suggested is a contract for 600 of those negawatts.

CHAI R McRAE: Thank you. Is soneone
from SCS here? Gather not.

Are there other questions, questions or
commrents with respect to Section 1, which, as
understand, Issue 1 covers size, security, product,
credit, a nunber of items in there.
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COW SSI ONER CLARK:  One brief comment,
Madam Chair. At least it nmakes it difficult from our
prospective. RFP process has not been conpleted yet. |If
you are tal king about doing things in ternms of an
el ection, setting up an election, we won't know what the
candi dates are and what the goals are until the IRP
process is done. That is sonething that nakes this even
more difficult fromour prospective in going through
this. | don't know if anybody has any thoughts or can
help ne with that at all.

CHAIR McRAE: | conpletely agree with
what you are saying. | amnot so sure | can give you
hel p. Although, sonmetimes | think that is the way it is
in the real election, too. Not that that is hel pful,
but | agree.

I did get some encouragenent fromthe
fact that many of the things that we are | ooking at here
may be giving general guidance on will have to be
reconciled at sone juncture with the IRP process. And
so, it is very likely that there will be necessarily be

some refinenents that will come with additional
information. So, | do realize that we are somewhat
hanpered in terns of what we know at this nonent.

Wth that said, aml in a position to
nove beyond the | egislative prospective, Issue 1, and go
on to the subissue two, which is, | think bidder
threshol d requi rements.

I know the parties have listed their
various positions. |f there is sonething further that
you want to el aborate on there, or if the Comni ssioners
have questions, this would be the tine.

COW SSI ONER CLARK:  Madam Chair, point

of order.

Do you want to hold the discussion until
t he end?

CHAIR McRAE: Well, | am open on that.
| was thinking we can do it that way. Get clarification,
and then discuss it. 1Is that okay?

COW SSI ONER CLARK:  Ckay.

CHAIR McRAE: kay. Fine. W are at
itemtwo. Threshold requirements. | do have various
positions listed here.

COW SSI ONER W NSLOW  Madam Chai r,
M. Geddes.

MR CEDDES: | apologize. Trying to
nake sure | was on the right spot.

COW SSI ONER W NSLON  On | ssue No. 2,
are your comrents pretty nmuch the same with respect to
the prospective of Staff?

MR. CEDDES: Yes. | think they have
been covered generally by all of the parties and
M. Sheingold, in particular, covered the exposure issue
internms of dealing with sonme of the issues that Del marva
had rai sed.

CHAI R McRAE: Do any ot her persons have



comments with respect to subissue two, which is the
threshol d requirenents and questions?

COW SSI ONER W NSLOW | do have anot her
foll owup question, Madam Chair.

Wth respect to M. Mnacell's issue of
the stranded cost, is it Staff's position that that,
obviously, is an issue to be dealt with, but this is not
the appropriate time?

MR. CEDDES: Can | give you a one-word
answer Commi ssi oner?

COWM SSI ONER W NSLOW  Yes.

MR GEDDES: VYes.

COW SSI ONER W NSLOW  Thank you.

MR. CEDDES: | can el aborate.

COW SSI ONER W NSLOW  That's fi ne.

MR GEDDES: Point of clarification,
Madam Chai r.

CHAIR McRAE: That strikes nme as nore
tide to one, but | don't know.

MR CEDDES: |'mnot sure we have the
sane issue sheets.

CHAIR McRAE: | was |ooking, too. You
have it under as |Issue 2 or 1.

MR, CEDDES: Because of M. Howatt's
prodi gious efforts in generating i ssue sheets every
coupl e of hours.

CHAI R McRAE: That was ny concern.

MR. CEDDES: The one that | believe is
nost appropriate has the date of Cctober 16, 2006, and
then on Page 2 has issue, subissue two, conpany/custoner
risk. The earlier one --

CHAI R McRAE: Wi ch page?

MR, CEDDES: Page 3.

CHAIR MRAE: | see it. | seeit.

MR, GEDDES: | don't have the | atest
ver si on.

CHAI R McRAE: Even you don't have the

nost current version.
MR. CEDDES: Seriously, Page 3 is

correct.

CHAIR MRAE: | see it now.

MR CEDDES: | have six different copies
of this, if you would like ne to share.

CHAIR McRAE: | amstruggling with two

or three here. Thank you.

I think Conm ssioner Wnslow asked you a
guestion regarding M. Mnacell stranded assets.

COWM SSI ONER W NSLOW  Cost i ssue.

MR. CEDDES: Yes, Madam Chair. And |
answered Commi ssioner Wnslow that | did not think it was
necessary for the Commi ssion to engage on that issue.

The statute is pretty clear on howthat is to be treated.
But in any event, it is not an issue for today's
consideration, from Staff's prospective.

MR WLSON. Well, the conpany woul d



take the position that it is inportant enough that the
Conmi ssion, at |east, acknow edge it and address it in
some formor fashion. Because we are going to nmake these
decisions that result in these huge nunbers or potentia
risk to customers. |It's somewhat di singenuous to just

| eave it and ignore that whole possibility.

So, if we are going to nake the
decision, let's nmake the decision and cover the
conti ngenci es.

CHAIR McRAE: M. Wlson, | will just
point out that it was discussed that at some point this
woul d have to be reconciled with the I RP process. So,
there really isn't a concrete decision. There is genera
gui dance here.

And | think in Delmarva's filings, if we
read them | think we were given a very clear picture of
the potential stranded costs associated with certain
nunbers. | recall there were a nunber of charts
provi ded, maybe four or five. A couple of draconian
scenari os about what could happen if. So, | think that
we do have a firmgrasp on the stranded cost potential

But whether that is going to be a factor
in what happens ultimately in the IRPis truly a separate
matter.

MR TOLMAN. Madam Chair.

CHAIR McRAE: M. Tol man

MR TOLMAN:  Madam Chair, on this issue
on Page 3, conpany/custoner risk, there is an other
comment. |'mnot sure who nmade this. This report
appears to put the risks of adverse health effect from

toxic air em ssions and clinmate change squarely on the
backs of the citizens.

| really would like to see sone
di scussi on about how climte change is going to be dealt
with inthis RFP. 1t seenms to be largely ignored. W
are tal king about the tail here and we are ignoring the
dog.

COW SSI ONER W NSLOW  Madam Chair. |
do apol ogize. | don't recall your nane.

CHAI R McRAE: Chad Tol nan.

COW SSI ONER WNSLOW | f the State had
wanted us to exclude the coal gasification process, for
exanple, or coal, in general, they could have done that.
They did not do that in the legislation

So, we are stuck with the policy
deci sions nade by the state | egislature and the Governor
And we to have consider the waterfront, so to spoke, not
to push the wind at all.

And so, | think we are all very
appreciative of that viewpoint. But | amnot sure what
nore | can say. |If the ultimate decision is coa

gasification process, it is going to be sonething you are
not going to like, I don't think
MR. TOLMAN: | don't have any probl em
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with coal gasification if it involves carbon capture and
sequestration, allowing those millions and nmillions of
carbon dioxide into the atnosphere is not the right thing
to do particularly for Delaware. It is a prescription
for disaster in the State of Delaware, and it shoul d not
be ignored.

CHAI R McRAE: Excuse ne.

COW SSI ONER W NSLOW  Madam Chair. |
woul d concur with you. But if that was, obviously,
sonmething that the legislature is aware of, | amnot sure
that there is presently any technical way to avoid sone
of that, of what you are speaking, to that process

MR. TOLMAN: Are you saying in order to
get carbon capture and sequestration, we need a new bill
fromthe legislation? |If that is so, that is what we
need to work for.

COW SSI ONER WNSLON | amin the
process of follow ng what | believe to be the | aw passed
by the | egislature.

I have to confess, | have sone basic
feelings about the law and the legislation itself. It
m ght be at some point in tine sone changes will be
deened to be appropriate.

CHAIR McRAE: M. Tolman, | would al so

like to add to the remarks of Commi ssioner Wnslow. The
RFP is, and the IRPis, as | see it, is part of an
overall look at the environnent, as well as supply needs.
And there is an attenpt to bring some bal ance. But,
don't really think that we can focus all of our energies
solely on what we do here in the RFP

As you know, and as has been pointed
out, Delaware is also part of the RGA effort. W have
renewabl e portfolio standards that include incentives to
address the environnent. W have M. Cherry here, who
m ght want to additionally highlight sone of the things
that DNREC is doing with regard to emi ssion control

I don't think this process, in this
specific docket, as the overall answer to what happens
with the environnent. And there is clearly a sensitivity
that in Delaware. And that is why we have the nunber of
initiatives ongoing at this tine.

So, | would ask that we try to put in
prospective sonme of the limts of what is taking place in
t he RPS.

And al so acknow edge, as Conmi ssi oner
W nsl ow has noted, that the legislature was rather open
in asking the Conmi ssion to consider these supply
resour ces.

And | would al so point out that even
within the RPS, our points for emission control, as well
as other environnentally friendly attributes, so it is
not altogether ignored in this process.

M. Cherry, if you do want to add sone
conment in that regard

MR, CHERRY: M. Tolman, | appreciate



very much your comments on climate change and heal th
impacts. No one is nore interested in sone of those
i ssues than ny boss, Secretary Hughes and mnysel f.

So, | think about this issue, and this
particul ar issue before us, Issue No. 2, | am not
entirely convinced that this is the tine or the issue
with which we woul d consider. W got issues later on on
the agenda today to tal k about rankings, or environmental
i npacts, or passing through the cost of conpliance for
envi ronnment al perfor mance.

And to ne, this particular issue is nore
about the risk to the custoner and to Del marva.

So, it might be a discussion that woul d
be better fit in our discussion, perhaps, a little bit
| ater.

But while | got the mic, | would al so
point out, in addition to RGE and what is going on at

the national |evel, you, perhaps, read in the paper
today, or yesterday about the Departnent of Natura
Resources Multi P efforts, Multi Pollutant. W are
attenpting to draft regul ati ons that woul d address SOX
NOX, fine particulates, nercury. These are health

i ssues. The reason we are doing this is for health

i ssues.

Those regulations will be in place in
one formor fashion at |east as stringent as proposed,
federal guidelines, long before the first power plant is
built under this RFP

And | think that goes a |long way to
addressing the need for all of us, in ny business, the
Public Service Comm ssion's business, your business, in
addressing health inmpacts as a result of power plant
construction.

So, with that, | will turn it over to
the Chair.

CHAIR McRAE: | am never concerned about
putting M. Cherry on the spot. M concern was whet her
he woul d give back the chair, frankly.

Are there additional questions or
comments? We are on Page 3. And | think we dealt with
subi ssue two. Before we |eave that, are there any other

questions the Comi ssioners nmay have or other parties?
I would note right now, it is twelve

o' clock alnmost. W had planned to get through this and

have a break and have lunch. But | amjust |ooking to

Staff for sone guidance. |Is it essential that we break
now for lunch, or is there a preference to continue
through this docket. 1Is twelve o'clock magic?

MR BURCAT: There is no mmgic.

CHAIR McRAE: In that case, we wll
conti nue.

Fine. Mving on. Myving on to Page 4.
We have the RFP and IRP rel ationship. Regarding which
there has been considerabl e di scussion already, but if
there is anyone listed who feels their position is not



clearly stated, by all nmeans, or want to el aborate on

their position. | see M. Firestone speaking up
MR, FI RESTONE: Thank you, Madam
Chairwonman. | won't try to take too much tine

I would start off by noting, while
M. Long noted that NRG worked with the | egislature on
this bill, I, as a private citizen, and Del marva customner
did not.

I would al so note a couple of coments
that we heard today.

M. Ceddes said sonething to the effect,
the Commission's responsibilities are clear as they are
set forth in the statute.

He al so said, If you | ook at the
| egislation, and that is your |oad star

Addi tional ly, Conm ssioner W nslow said,
If the legislature wanted to exclude coal gasification
it could have. But we are stuck with the policies of the
State Legislature. And | submit the exact sanme thing is
true for the issue of price.

107(d) is clear on its face what the
criteria are in this RFP. There are other areas in the
statute dealing with the I RP where issues of price, or
| owest coal or mnimal cost is used. But the criteria
that are set forth in 107(d) are the only criteria.

And when we | ook at other sections and
the legislature uses mninmal cost or |owest cost or
reasonabl e cost, then we have to assune the |egislature
neant sonething different when it said that the five
criteria should be -- we should then use cost
ef fecti veness.

And | submit that the only way, then, to
interpret the termcost effectiveness is first to figure
out which projects are effective under the criteria as

listed. And then, evaluate themon the basis of cost.

But price, since it is not listed as a
criteria, certainly can't be given the -- is given nuch
nore wei ght than anything else. And it is not even
l'isted.

And | submit that the Commi ssion and
DNREC woul d be arbitrary, capricious and clearly not
consistent with the law if they included price as a
criterion.

CHAIR McRAE: Well, | would say in just
|l ooking at this, price is not specifically stated as a
criteria. But | do think within the context of price
stability, price was a concern. And if we also reflect
on the history, and | understand you are referring to the
literal discussion of absence of statenents, as well as
what specifically is incorporated in the statenents. But
| think it is also inportant to consider that this
| egislation was an outgrowth of price shock that was
experienced when we went through the transition from
regulated into a restructured stage.

So, | think to sone extent, we would be



remiss in ignoring that a part of price stability does
incorporate price. So, | don't think it is wholly absent
fromthe discussion. And that is just nmy observation

t here.

MR FIRESTONE: | would agree wi th nost
of what you said, other than the notion of price, initia
price being captured in the notion of price stability.

I woul d agree that the |egislature seens
to have been nore concerned in the context of this RFP
with notions of price stability than it was with initial
| onest price. And, indeed, it is not that price has no
role. When this RFP process is conplete and the IRP
process is complete, and those two are nel ded, then these
projects will then be balanced on a cost or price basis,
| ooking at other things that Delnmarva | ooks to in the
| RP.

It is not that price has no role. It is
the way in which it has been used by the Staff seens to
be wholly inconsistent with how the |egislature and how
the legislation, which, as noted by M. Geddes, is our
| oad star.

CHAIR McRAE: Well, as you noted, it has
to also be integrated in the IRP. And even in the point
system there are other considerations that go well
beyond price, as you know.

So, | think it all comes out to be a
bal anci ng consi deration. And price, at |least fromny

prospective, | can speak only as one Conmi ssioner, is not
the predom nate driver in the overall picture. But it is
one that can't be ignored. And | did appreciate the

di stinction that you were naking.

Thank you. Are there additiona
questions, coments, or elaborations?

MR. TOLMAN: Excuse nme, Madam Chair. |If
| could make one comment about the point of price.

The question is howis price projected
to change overtime. And clearly burning coal is the
cheapest way to generate electricity right now But that
is only true if you are letting all of the carbon dioxide
go into the atnosphere

And if you pass on to ratepayers the
probl ems coming down the road when, say, a big tax on
carbon goes on at a point where people realize we can't
continue doing this, this is just going to weck the
place. Wiat is the price overtime and who accepts the
risks of that?

And nmy conclusion is that over tine, the
cost of putting carbon dioxide into the atnpsphere is
going to be so expensive that it will be a dom nate
factor. So, there is going to be a real rate shock for
Del marva custoners when they find out there is $100 a ton

tax on carbon, which m ght cone in 10 or 15 years.
Certainly, before the end of the lifetine of these plans.
CHAIR MRAE: Now, | don't think that is
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a point that is addressed in this section. It clearly
was, at least in the context of the terms, sone
di scussi on about around pass-through costs, whether it is
a tax, where it would go, and if it was something el se.
| don't think it is in this section

But if M. Howatt or M. Geddes could
help ne out. The point was raised around the cost and
how we woul d deal w th, perhaps, changes in | aw that
i nposed tax on carbon or sone other penalties and whet her
it would be a pass-through or not.

As | said, | don't believe it is covered
in the RFP/IRP rel ationship. It has been raised by
M. Tolman. | don't know where it fits in this issue

di scussion at this point.

MR CEDDES: It fits in at the end,
Madam Chair. W have a specific issue that deals with
changes in the | aw

CHAIR McRAE: So, we will kind of hold
that in abeyance and be cl ear about itemthree.

MR MONACELL: Madam Chair. The coment
of DEUG is properly stated on the issue sheet. But it

has not been di scussed.

| understand the several Conm ssioners
who said that the issue of stranded cost and how you
m ght deal with that if that potential ever conmes is not
before you today. I|I'mnot trying to get you to decide
sonet hi ng el se.

But I"'mtrying to get you to renenber
what we are doing today. And keep in nind, there is a
whol e cl ass of customers, those served at transm ssion
vol tage, GST customers, who have no right to receive
fixed price standard offer service. They are only able
to receive hourly price service

And while the statute, House Bill 6,
does not specifically refer to hourly priced service, |
think it is fair to say the legislature could not have
had themin mnd because Del marva woul d not require any
|l ong-term asset to serve hourly priced custoners.

Just wanted you to keep that in nind,
when | ater you decide it inthe IPSor in a later rate
case.

CHAI R McRAE: Wi ch sonmehow ties into
your stranded cost di scussion around what happens if
there is an addition to the distribution cost to address
stranded cost.

So, | think you have spoken to it, or it
has been spoken to in a couple of places.

Let me al so make clear, since you
t hought | was nmoving on, M. Mnacell, as we nove to the
next issue, | am asking anyone who wants to el aborate on
that issue or has a question regarding it, to contribute
at this time.

So, if there are no nore questions with
regard to three.

MR GEDDES: Madam Chair, could I make



one point.

CHAI R McRAE:  Sure.

MR. CEDDES: One clarification. | was
just asked to point out, in response to Dr. Firestone's
conments that in the definition of integrated resource
pl anni ng, the last sentence on Paragraph 13, Subparagraph
13 of the definitions, 1001, does, as | think the Chair
and ot her Conmi ssioners realize, points us in the
direction of establishing an integrated resource plan
that requires the distribution conpany in this case, one,
Del marva, to acquire sufficient and reliable resources
over time that meet its custoners needs at a m ni nal
cost.

So, | do think price permeates the whole

di scussion through the RFP and through the price
stability, as you pointed out, plus the IRP

CHAI R McRAE: \Where were you there?

MR CGEDDES: |'msorry, Madam Chair. |
was in the definitions, Section 1001, Subparagraph 13
defining integrated resource planning. And | was quoting
fromthe | ast sentence of that subparagraph

CHAI R McRAE: Thank you, M. Ceddes.

COW SSI ONER CLARK:  Madam Chair, just
on Issue No. 3. W kind of agreed to go through the
i ssue sheet and address these issues like this. Wuat is
the scope of what we are going to decide today with
regard to the interrelationship between RFP and IRP. Are
we going to articulate a decision today that naps out
what we decide that is into the | RP?

CHAI R McRAE: Well, ny understanding,
and |'msure M. Ceddes will straighten nme out if |I am
incorrect here, but we are going to set some paraneters
that will drive the bid process, what we get in response
to the RFP

But the interpretation of RFP and IRP is
a later step that Del marva and | assune other parties
will be involved in. W are not casting in stone what
gets into the IRP

COW SSI ONER CLARK: It is very hel pfu
the i ssue sheet that Staff worked on

CHAIR McRAE: | think you with the mc.

COW SSI ONER CLARK:  The question at the
bottom seens that woul d have us decide what is the
rel ati onship between the RFP and I RP as contenplated in
the legislation. Are we going to nake a decision on that
t oday?

CHAIR McRAE: Well, | asked M. Geddes
to franme what we need to give themtoday. And | | ooked
at the issue sheet and those questions. | don't have
clarity at this point. | was relying very confidently

that he had a plan.

MR, CEDDES: And hopefully it is
i nt egrat ed.

But, I think, how!| would try to answer
the coll oquy between Madam Chair and Commi ssioner O ark



is that to the extent there are clarifications, or
specific points that need to be nmade with regard to how
the issue is set out, we need to have that.

But | think that we have enough from
this -- the way the issue is franed -- to address it in
terns of allowing the bidders to know that to the extent
there is a second step, if will you, integrated resource

pl anni ng, where we will try to take these bids, and we
bel i eve we have sufficient time to do that and plug them
into the integrated resource plan, and have that result
for the Commission's ultinmate determ nation

CHAIR MRAE: And | will just say for
the record, | take no ownership of this issue sheet,

M. Geddes. Al right.

Wth that said, we are into |Issue 4,
which is the contract project size location, and we have
several comments here. | amworking with two sheets
her e.

Do the comments we have here reflect the
inputs of the various parties? |s there any desire to
el aborate or questions?

Then we will nove onto issue subissue
five, which has to do with the conpany/customer risk
Let me make sure. Maybe it changed. Let ne get to the
right place here.

MR GEDDES: | think the issue sheet,
Madam Chair, with the date of October 16th --
CHAIR MRAE: Okay. |'mwong. | went

back to the 13th.
Five is product for purchase.
MR CGEDDES: Madam Chair, just point of

cont ext .

This is an issue that we tal ked about
briefly in terms of the unit specific or contingent
versus firmpower. | believe that M. Shaw addressed it
in his opening remarks. And | comrented on it briefly.

I think this sets forth the issue, but I
am happy to respond to any coments the conpany nmay have.

CHAIR MRAE: | see M. Citrolo
st andi ng.

MR CITROLG Yes. Thank you, Madam
Chair. | have a question, | believe, for Staff, related
to this, which is ny Issue No. 5, that is also related to
one and four, | believe, or three, seven and eight,

dependi ng upon which one you are | ooking at it.

It also goes to a coment that
M. Sheingold said earlier

If I can indulge for a mnute, | am
going to read fromthe report where nmy question lies, and
it relates to what he said earlier. And if anyone cares

to look at the report, it is on Page 9. It is in the
second full paragraph, the |last two sentences there.
This is in regard to capacity size. It starts, A coa

| GCC plant could bid 400 megawatts of which 200 negawatts
woul d be dispatchable. To the extent the plant is



runni ng above 200 negawatts and this exceeds Del marva's
Del aware SOS | oad, the energy would likely be bel ow the
PJM mar ket price and the energy would be sold at a profit
with the positive margin going to reduce Del marva's

Del awar e SOS customer cost.

And in this lengthily report, this is
one of the first pieces that | circled, ny first question
is, inregard to this scenario, if, in fact, it were to
devel ope, who is doing the selling fromthe independent
consultant's report. Who is actually responsible to sel
that excess capacity into the market?

MR SHEINGOLD: Well, it would be
Del marva directly, or if it entered into a contract with
an energy marketer to do that.

MR CITROLG So, in this scenario you
are saying it would be Del marva, the SOS provi der who
woul d be responsible to sell the supply, the excess
supply, rather.

MR, SHEI NGOLD: They could do that, or
they could, basically, contract it out to sonebody el se.

MR CITROLG I'Il be alittle nore
cl ear on ny question.

I's the SCS provider required anywhere in
the statute to do that?

MR, SHEINGOLD: | think it raises an
i ssue of when you have a requirenment with a new generator
that you have an output contract.

And the practice in every RFP that |
have ever done is to have what is called a unit
contingent contract, which is, you have a contract. You
pay for the capacity. You pay for the energy. Depending
on the unit, you have flexibility. A day in advance or
an hour in advance as to how nuch you want. It is al
set forth in the contract.

And Del marva procures standard of fer
service under what's called a requirenments contract to
serve the | oad.

And to nmake this neaningful for
generators, we feel it is inportant to offer bidders the
opportunity to bid under unit contract. That is the way
business is done. That is the way plants get financed.

It does suggest, | think, under any
scenario in ternms of what the size is, that there is
going to be a degree of energy managenent, that Del nmarva
woul d either do directly, or it would contract out.

And there's a |l ot of precedent in the
industry for states where they have standard offer
service and the utilities also have unit contracts where,

typically, where they have a nunber of options, but they
can sell power fromthe unit contracts back to an energy
mar ket er who, basically, values that. They could sell it
short term They could require the energy marketer

provi ding standard offer service to take that into
consideration in their bid.



So, with this process, there would be
sone degree of energy nanagenent.

MR. CITROLO  Next question on that
particul ar matter.

MR. WLSON:. Your Honor, may we have a
chance to respond.

CHAIR McRAE: At this tinme, M. WIson,
you said a lot in your witing on that.

Continue, M. Citrolo.

MR CITROLO In their defense, | am not
trying to defend them on whether they are required to or
not. | needed that to introduce ny question

More concerning to us, and that is,
assuni ng, say, Delmarva decides to do it, or agrees to do
it for the heck of it, where is the requirenent to pass
that profit, you said, positive nmargin, energy was sold
at a profit with a positive margin going in to reduce
Del marva's SOS custoner cost. \Wiere is the provision

that requires themto pass that through to custoners?

MR SHEI NGOLD: That would be a
regul atory issue

MR. CITROLO Let ne get to the second
part of the question since that was your answer.

That woul d, though, inply then if, for
example, if the market was | ower than the contract price
the excess cost would be passed through to custoners just
as if the profits were to be.

MR. SHEINGOLD: Let nme give you a
concrete exanpl e of dollars.

If the contract says that energy prices
under the contract are $40 a negawatt hour. And the
market price is $30 a negawatt hour. What you woul d
rationally do, if you have the flexibility under the
contract to say, | amgoing to take 200 negawatts i nstead
of 400 megawatts and to have that tool down, you can do
t hat.

If the market price is $50 a negawatt
hour, regardless of what the load is, you would want to
run it. And either to use that to serve your load or to
sell it into the market and have that noney that could
presumably go to offset ratepayers cost.

But | amgiving you a conmercial sense

CHAI R McRAE: Del marva di d have
extensive witings on this very point. And so, | think
M. WIson wanted, or sone representative of Del marva
wants to respond.

MR FINFROCK: This is Mark Finfrock. A
coupl e of point to that.

One, we disagreed with the comrent in
the 1C report that energy would be sold at a profit. In
all likelihood, if you |look at the chart that Tom Shaw
referred to, those hours where there with be excess
energy will be likely when the load is |ow for Del marva
customers, which is typically off peak hours where prices
are low. Therefore, prices are lowin the narket,



however this contract is higher, it would |ikely be sold
at a | oss.

CHAIR McRAE: Let nme clarify, though
M. Citrolo' s questions were one, who sells it? And two,
what happens if there is profit and whether it is
transferred. And also in the event of a | oss, where does
it go. He had sone very specific questions. And | hope
we are not going to get caught up when you sell it and
the Iike.

MR FINFROCK: That's fair. And part of
this issue's list is unit contingent versus firmthat I

woul d like to address, as well.

But as far as the gains and | osses, it
woul d be a decision of the Conmission to share it with
SOS custoners or share it through the distribution group
of customers, including SOCS.

Wth respect to the issue of firmversus
unit contingent, the IC report suggest that generators
are nore desiring of unit contingent. Wile that my be
true, there is a host of generators to participate in the
mar ket pl ace are SOS providers. Participate in the
mar ket pl ace with firmenergy, not unit contingent energy.

Generators can nanage that issue of
sourcing energy, not just fromits particular asset. So,
| don't want the IC report to give an inpression that
generators cannot manage this risk because they can
manage this risk

MR. SHEINGOLD: | would like to say,
those are three-year contracts to provide requirenents --

CHAI R McRAE: There is sonething about
your voi ce.

MR SHEINGOLD: | have a soft voice. |
apol ogi ze.

Those are three-year contracts to
provi de requirenent service and they are not associ ated

wi th buil ding new generation which requires hundreds of
mllions of dollars that has to be financed usually under
fairly carefully structured financing.

So, it is just different. |If you look
at what the legislation requires is |ooking at |ong-term
contracts fromgenerating units within Del aware. And we
think it is inportant to structure the RFP so it would
all ow projects like that to be built.

And in ny experience, uniformpractice
that it's done under unit contract.

MR GEDDES: Point of clarification,

Madam Chair. | don't think this is an issue at this
poi nt because the report of Staff allows for either one.
CHAIR McRAE: | was going to say, is

there any reason you can't bid firmor unit contingent.
MR CEDDES: W are not proposing a
limtation.
The conpany, on the other hand is,
suggesting that the bid should only be a firmbid al
requi renents. And what we are saying is, no. Wy don't
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we see what the narket gives us and allow both. And we
will then evaluate both when that time cones.

CHAI R McRAE: And on behal f of M.
Ctrolo, I do want to clarify, it was at |east Delmarva's

understanding that it would be the responsible party to
do the selling.

I know that our consultant has suggested
various kinds of alternatives. But Delmarva's docunents
assunme that that responsibility is going to fall on their
shoul ders.

Is that not --

MR. WLSON: That's correct, Your Honor.
If the RFP is between Del marva and a narket provider,
there is no arrangenent for some other party to come in
and to handle that. So, there was a real concern about
forcing Del marva back into a nmarketer's role.

CHAI R McRAE: Ckay. Thank you. Are
there additional questions or coments relating to
product for purchase.

MR, MANDELSTAM  Madam Chair, question
pl ease.

CHAI R McRAE: Who is speaki ng?

MR. MANDELSTAM Peter Mandel stam
Bl uewat er W nd.

| did not understand the Staff comrent
under number five where the Staff said quote, Del nmarva
shoul d purchase only the attributes needed to conply with
current laws and regul ati ons.

I certainly understand the RPS
requi renent as listed. But | amwondering what other |aw
and regul ations the Staff nay be referring to. Are they
tal ki ng about RGA or other things? If the Staff could
el aborat e.

MR. CEDDES: | would ask M. Sheingold
to respond to that inquiry.

MR SHEINGOLD: It is just the RPS

MR MANDELSTAM Just the RPS. Thank
you.

CHAIR McRAE: It got answered. | am
still searching through these issue sheets.

Anyt hing el se with respect to product
for purchase? Al right. Then, we nove to delivery
poi nt .

Does anyone have anything to add on this
subj ect ?

MR. MANDELSTAM  Madam Chair.

CHAI R McRAE:  Yes.

MR MANDELSTAM At the risk of speaking
again, if | nmight.

Bl uewat er Wnd has been invol ved and
know edgeabl e about many of fshore projects both in the
United States and Europe.

And one of the things | point out for
the Conm ssion's interest is that the state of New York
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through its Long Island power authority in its issuance
of its offshore wind RFP decided that there was an

i mportant public policy to provide interconnection to the
of fshore wi nd project.

As you m ght imagi ne, offshore w nd
projects are nore renpote frominterconnection points. It
has been publicly stated, and you can see this in the
regul ati ons of (1NAUDI BLE) and various news articles, and
| just double-checked it this morning, that (1 NAUDI BLE)
intends to pay for all of the aspects, the permtting the
construction, operation and mai ntenance of an offshore
cable fromthe interconnection point at the substation to
the of fshore substation at the three-mle lint.

That was the basis for the Bl uewater
comment. It was not some arbitrary notion. But rather a
wel | understood public policy in the U S that regulators
decided it was inportant to do this in order to try to
bring the benefits to the State of Delaware. And
reiterate that comment with that expanded note.

CHAI R McRAE: Thank you. Conmi ssioners,
anything there? Thank you. Thank you for that
expl anation. And now we are onto Issue 7, which is the

standard form purchase power agreenent.

We have only Staff and Del marva
Anyt hing you want to add on this?

MR, GEDDES: No, Madam Chair.

CHAIR McRAE: Moving on to the
regul atory out clause, Page 9. Anything? Anything
t here?

Next we have the bidder threshold

requirenents. | am surprised nobody wants to coment on
t hat one.

I will nove along. Then we have
security.

MR, WLSON: W have a brief conment.

CHAIR McRAE: Let ne just say this. |
am going to take no response as standing by your
comments, if that is appropriate. | just want to be
clear. That just neans you are standing by your
coment s.

CHAI R McRAE: Excuse me, one second.
think Del marva stepped up first, and then you, if you
will. Please, again, repeat your nanme for the record. |
think your nane will also need to be stated.

MR. GUY: Madam Chai rwoman, Jonat han
GQuy. CQutside counsel for Del marva

| have represented utilities for 13
years. And nuch of that time has been dedicated to
assisting utilities deal with |ong-term power contracts
to the out of market.

Most recently, | represented PEPCO in
the Mrandt bankruptcy, and there the exposure on the
contracts that they had was hundreds of mllions of
dol I ars.

The reason why security is so critica



here is because if you have a | ong-term power contract,
you can be assured that contract will be out of market.
It will be one of two things. It will either be above
market, and in that situation, the costs are passed onto
r at epayers.

PEPCO has a | ong-term power contract
wi th Panda Brandyw ne, which is an exact sanme situation
we have here. A generator unit specific generator.

The above nmarket cost of that contract
runs into the hundreds of millions of dollars. At the
time, everybody thought price was right. But it never
is.

So, the first situation is the cost is
passed through to the ratepayers because you can never
get it right.

The second situation is, the situation
that everybody is hoping for, which is the contract price
is below the market price and that the ratepayers will
benefit.

Unfortunately, when that happens, and
this has been ny experience in 13 years of representing
utilities that serve customers, when that happens, the
utility often, the generator often sinply avoids its
obl i gati on.

We have had in the |ast few years
bankruptci es for Cal pi ne, USGen, NRG Mrant, Enron. It
goes on and on. And each of those situation where the
generator had a long-termcontract, the first thing it
said to Bankruptcy Court is, we want out.

When t hat happens, the customers, unless
there is adequate protection, |ose the benefit of the
| ong-term contract.

What we have proposed here is a
situation where there is a letter of credit available to
the conpany in the event that the generator files
bankruptcy. That only covers a two-year w ndow.

Ideally, it would cover the full length
of the contract, but it is just a two-year w ndow,

So then you have future damages. These

are the hundreds of millions of dollars. And the bigger
the contract, the longer the contract, the bigger the
exposure.

In that situation, you have to look to
the conpany to ensure that it has the ability to pay the
damages.

I f you have a noni nvestnent grade
conpany, the chances of that company filing for
bankruptcy are ten tinmes greater.

If you have a noni nvestnent grade parent
conmpany, the chances are the sane.

In Mrant, PEPCO had a parent guarantee,
but it did not matter because the parent filed for
bankr upt cy.

What you need here is the biggest letter
of credit you can get. You need investnent grade



conpani es.

To say that the conpany could have a
lead in the assets is, in my experience, neaningless,
because the | ender to the generator will be securing
agai nst those assets.

That is why it is critical for the
benefit of the custoners, not for the conpany, for the
benefit of the custoners to be absol utely maxi num anmount

of security available to protect those custonmers in the
event that the contract is bel ow narket.

CHAIR MRAE: | will ask Staff to
respond on this one.

I do note in Delmarva's filing that,
i ndeed, there was a conprehensive |ist of conpanies that
we all recognize who had the bankruptcy experience. And

the FERC response to Mrant, | think, is pretty
appropri ately document ed.

So, | recognize that Delrmarva's concern
here is not without foundation. So, | would ask Staff to
expand, if you will, on your thought processes behind
t hat .

Conmi ssi oner Clark, you want to say
sonething first.

COW SSI ONER CLARK: Just an additiona
question to ask Staff to could focus on and anybody el se
who wants to comrent on. Two-fold.

One, as a new generator cones on line,
it is my understanding we woul d not have any regul atory
authority over them That nmay or not nay not be correct.

Secondly, to articulate why it woul d not
be in the best interest of the ratepayers to have a
letter of credit to offer themsecurity. That is a

pretty significant issue, and | need pretty specific
responses to that to change ny feeling on that.

MR CEDDES: Let me try to respond in
reverse order, if | could. Let nme respond to the cases
and the situation and then conme back to the security
i ssue.

There is no question that the history
with regard to long-termcontracts and breachi ng of them
has been, shall we say, not without its problens. There
is not a Mrant situation. W don't have back-to-back
contracts. W are not trying to take advantage of part
of the contract and rejecting the other part Under 365 of
t he Bankruptcy Code.

The other thing that we have is, we have
the Third Circuit which does not allow people to just
casual ly file bankruptcy petitions. There has to be a
real good faith finding. And there has to be an
opportunity, if you will, to preserve value of the
estate.

So, just because the market goes in a
different direction and you want to take advant age of
that, or linmit your pain, doesn't necessarily mean on a
unit specific contract that you can just waltz into court



and not be subject to a notion to dismss.

The case | aw has changed in the | ast
coupl e of year, in part, because of Mrant and others.

The issue really cones down to
Conmi ssioner Clark's question, which is, is it necessary
to have, quote, an investnment grade bidder. | would
poi nt out some of the list of M. CQuy's list of
horribles, if you were, were investnment grade comnpani es.
But yet, that did not protect the party who was aggrieved
frombeing subject to the rules, and | use that carefully
in front of ny partner, M. lorii, in the Bankruptcy
Court, because it sometimes can be quite frighteni ng what
a Bankruptcy Court can do in one day to your equity and
your position.

But again, in the context of worst-case
scenario, which clearly I think the conmpany is shading
its arguments in that flavor, and | understand why they
are is that you would be subject, or you would subject
check your ratepayers to the market. You not necessarily
subject themto a blackout. You would subject themto
what the market price in the worst-case scenario that a
bi dder, who had bid, let's assune a unit specific
project, was inclined to file a bankruptcy petition
because of that contract. And although, it definitely is
a problem it does not necessarily nmean that the

custonmers woul d not have power. The question would be at
what price.

So, going back to this issue, we are
back to the funnel

Qur position, Staff's position is not to
all ow custoners, or, |I'msorry, bidders that have one
particular type of credit formor another and nake
excl usi on deci sions based on that. |f sonmebody who has
investment grade quality, security wants to bid, fine.
But we shoul d al so all ow noni nvest nent grade bidders to
bid, as well, and provided security, letters of credit,
parent guarantees, second |liens, whatever, and that wll
be evaluated in ternms of the conpany's concerns, as we go
through the process.

But, again, we don't need, | don't
think, it is consistent with the legislation to have a
gat ekeeper here that says, Al right, anyone who is
noni nvest nent grade no | onger has an opportunity in this
process.

CHAIR MRAE: M. Citrolo, before you

proceed, | believe there was this gentleman here. |I'm
sorry. | don't know your nane.

MR KEMPTON: WIllett Kenpton. It was
nine | wanted to conment on. If | have an opportunity
to do that.

CHAIR McRAE: Well, why don't we stay
with ten, and then we will go back to nine.

MR. CI TROLG Madam Chair, | just wanted
to clarify for the Conmission, with regard to our



coment s.

| believe there is no, based on what M.
Quy said, there is no |longer reason for you to consider
our comrents. | initially understood that Del marva was
seeking to take a senior secured position with the
generator, and from our understanding that is a coment
to say they would still be supportive. | believe if they
were to take a senior position, it would have a chilling
effect on sonmeone trying to raise capital to expand their
facility. So, | think | understand that.

If | understand that, correctly, then
in effect, the security requirenents are softened to a
| evel of confort. But at the sane time, we don't
necessarily object to the position of Staff in regards to
this. But we would like to enphasize, if you do decide
to go that route, then the sizing requirenent becones
i nportant because that beconmes a bigger tool to limt
exposure to customers. And that is, rather, you don't
want to turn over the entire contract to one provider

necessarily for that risk. As | said, that would be nore
important to consider sizing, the size of the contract to
an individual bidder. Thank you

CHAI R McRAE: | gat her Conmi ssi oner
Clark has a response here.

COW SSI ONER CLARK:  Fol | owup questi on
Maybe a devel oper could hel p ne.

Can you articulate why it would not be
appropriate to require a letter of credit regarding the
| ong-termcontract that would be entered into?

Qoviously, there are risks, as far as higher prices by
going through a | ong-term hedging process like this. And
why would it be inappropriate to require a letter of
credit to go ahead and secure the potential benefit for
the ratepayers, if the process provides a | ower |ong-term
price and sonebody woul d end up defaulting later on

MR GCEDDES: | would like to ask
M. Sheingold to clarify that. | amnot sure that is
consistent with Staff's position.

MR, SHEI NGOLD: There are two types of
security. The security that you put up when you sign the
contract. It is $100 a kilowatt. And we clarified in
our final decision, it was admttedly an inconsistency
between different parts --

CHAIR McRAE: M. Sheingold, | can't

hear you. | amgoing to bring you up here with ne.
MR SHEINGOLD: 1've always had a soft
voice. It reminds ne of nmy nother telling nme that.

There are two parts of security
requi renents. The security you are required to put up
when you sign the contract. W, basically, agreed with

Del mrva. |t should be $100 a kilowatt in the formof a
letter of credit. And if it is 200 negawatts, that's 20
mllion dollars. It is 400 negawatts, that is 40 mllion

dollars. A significant anmpunt of noney.
Qur view of this is because we are not



requiring bidders to be investnent grade, we are relying
nore on security. W are looking at what is comercially
reasonabl e. And given the situation here, being on the
hi gh end of that, when the plant achi eves comrerci al
operation, we've proposed $200 a kilowatt in Security.
And if the seller is not investnment grade, they would
need to put up that up in the formof a letter of credit.
If they are investnment grade, they woul d, basically,
follow the formula that Del marva has for credit, how nuch
needs to be in the formof a letter of credit, and how
much in the formof a parent guarantee. And in the

i ndustry, those parent guarantees are capped. And those

are the parties that may be investnent grade

I think a difference between what we
proposed and what Del marva has proposed, the |level and
security that we're acquiring is probably higher than
under their fornula. But it is capped at that |evel
And the reason is in the industry, it has been ny
experience that people putting up hundreds of nillions of
dollars to finance the plant want sone limt on the
anount of security.

In addition to that, Del marva woul d have
a junior lien on the plant that would be subordinate to
the lenders. So, if a plant has | enders, we al so
suggested a requirenment that the anount of the |oan would
not cover nore than 70 percent of the assets. So, it is
a significant position akin to a second nortgage on a
house.

So, our approach, trying to look at this
in a bal ance sense is that we have actually put a | ot of
enphasi s on the ampunt of security in the formof that
security to give confort to Delnmarva and its custoners
who might benefit fromthat.

But it is also sonething that needs to
be | ooked at in the formof what is comrercially
reasonable. You are paying for insurance, and you want

to pay for what is an appropriate anount of insurance,
and you don't want to an pay an excessive anpunt of
i nsurance because that will get reflected in the cost.

And | would say in the industry, there
is alot of focus on | ooking at the anount of security.
And a letter of credit is better than a parent guarantee
because nobst of the conpani es that Del marva nentioned
were investnent grade at the time and they end up going
bankr upt .

MR, MANDELSTAM |If | may, Madam Chair.

CHAI R McRAE: No. Because this
gentl eman has been extrenely patient. And | would |ike
to give himan opportunity to speak

MR. KEMPTON: Madam Chair, | am
addressing | ssue 9.

CHAIR McRAE: Yours is on Issue 10?

MR, MANDELSTAM Yes, Madam Chair.

I wanted to respond to Commi ssi oner
Clark and amplify, if |I mght, M. Quy's coments and



talk specifically about wi nd projects.

I note for the record that no w nd
energy project has ever gone into bankruptcy, just as a
matter of record.

And to tal k about second lien. M Cuy

said that a second lien on assets is, quote, neaningless.
While | respect that position with respect to fossi
plants, a distinction with a wind plant is, you have an
operating, producing generator where all of the costs,
essentially, all of the costs associated with the
production of that electricity have already been
internalized.

In other words, there is no fuel cost
and the operation naintenance cost is very small. So, a
security interest, a second lien, if you will, on that
asset is rather meaningful, because he or she who has a
lien on that property has a lien on an asset that
produces and will not likely change its cost profile
because after all, all of the cost have been
internalized, when you build a wind project, you
essentially, buy 30 years worth of electricity on day
one.

So, | think it is inportant to
understand the different ways in which different
generators are treated by the financial comunity.

And if you | ook through project finance
firnms that have worked with w nd devel opers, and
certainly can recommend sone to the Commi ssion and you
can look in the literature, you will see there is a

different way in wish wind plants are treated
| certainly agree with the history that
M. Guy outlined. But | wanted to point out to the
Conmi ssion and to respond to you, Conm ssioner d ark,
that there is a distinction here.
If I mght be permtted a question
because there was sonething conpletely related to this.
In the latest draft, October 12th, on
Page 52, the Staff said sonething that | thought was --
CHAIR McRAE: The latest draft of what?
MR MANDELSTAM  Staff said sonething
that | thought was curious. It is just one sentence.
MR CEDDES: Staff's report, Madam
Chair.
MR. MANDELSTAM  Cctober 12th, the
| at est report, Page 52.
It said, in the niddle of the page,
Based on a project of 400 negawatts that is
nondi spatchabl e, i.e., has no ability to ranp down to
|l ess than full load once it is on line for 25 years with
a noni nvestment grade seller would receive zero points
out of the six.
I would submt that is a profile of a
wind plant, and | would subnmit that that overly harsh

given what | just said. Yes, one occasionally has



noni nvest ment grade sellers, but the project conpany
itself is internal and there are securities and |iens,
whi ch protect the counter party in this case, Del marva

And di spatchability, | think, the Staff
has al ready dealt with and the 25-year contract, of
course, is in Delnarva's interest because wind or any
renewabl e generation where there is no fuel cost has
stabl e price power throughout its life. So, again,
anot her hedge.

And | would like to further coment, as
M. Quy said, when a wind project is bel ow market and
wi th higher energy prices, they often are in the United
States, no wi nd devel oper has ever sought to break that
contract.

And nost prominently in the California
crisis, when prices went through the roof, there were
thousands and t housands of generators produci ng sonet hi ng
on the order of between 12 and 20 percent, dependi ng upon
the measuring period of the load in California, and none
of those generators sought to break their contracts.
Those were all hugely bel ow nmarket.

And despite the California nelt down the
wi nd devel opers were, if | may be so bold, the only good

peopl e produci ng bel ow market power and not breaking
contracts.

So, one can imagine a situation in
Del awar e or el sewhere where you woul d have a significant
anount of renewabl e generation, give trenendous benefit
to the citizens and ratepayers and the econony of a place
I'i ke Del awar e.

CHAIR MRAE: Am | clear? |Is that a
question?

MR. MANDELSTAM  Yes, it was, Madam
Chair. You're quite right. It was a question with a
statenment at the end.

The question is, what is the Staff's
position on a 400 nmegawatt generator, noninvestnent grade
that gets zero points and why?

MR CEDDES: | would ask M. Sheingold
to respond if that's appropriate.

MR, SHEINGOLD: What we are trying to do
here, this is the exposure category, is |ooking at the
anount of exposure which is a function of the credit
wort hi ness of the seller, the size of the project, and
the term Price will be a factor, but that will be
consi dered separately.

So, while our position has been to all ow

| arger projects to bid than Del marva woul d, there are
negative attributes to that we have all tal ked about.
And that would be taken into consideration in this
scoring system W wll develop a matrix to inplenent
t hat .

MR. MANDELSTAM  So, you are saying in
that scenario, a w nd devel oper woul d get zero points?

MR, SHEINGOLD: |'m not saying that



specifically since there was a base | oad project.

So, given that you are not a base |oad
proj ect, you have | ower capacity factor project, we may
take that into consideration in that matrix.

MR. MANDELSTAM Woul d you take into
consi deration the UCAP val ue, or your own value? PJM
UCAP val ue or a factor you inputed based on the capacity
factor?

MR, SHEINGOLD: We would | ook at that.

I think it would probably be nore focused on the energy
val ue.

CHAI R McRAE: Energy val ue.

MR SHEINGOLD: Right. What we have
tried to do, that is one of the reasons we are treating
wi nd separately in terms of the credit requirements.
They have | ower capacity factor and they have | ower UCAP

val ue. W have adjusted the amount of security, based on
what their profile is. W have tried to, in different
respects, take into consideration the specific attributes
of wind projects.

MR, GUY: Madam Chai rwonan, can
clarify a point about the security.

CHAI R McRAE:  Yes.

MR CGUY: The security proposed by
Del marva does not protect the conpany or the ratepayers
infull. 1 want to be crystal clear about that.

If the ratepayers were fully protected,
there would be a letter of credit in place, marked to
market for the remaining termof the contract. So, you
woul d know at all times that if the generator defaulted
-- let's say your danmge claim for exanple, in PEPCO we
had short-termcontract for SOS with Mrant. They were
short. 18 nonths. They were out of market. Mrant
said, W are going to reject those contracts unless you
renegotiate them The damage is on those short-term
contracts were 105 million dollars. The only way you can
fully protect the ratepayers is if you have a letter of
credit for 105 million dollars.

And as | said, the longer the contract,
the bigger the megawatts, the bigger the exposure.

What is being proposed here is just a
very snmall w ndow, so that the conpany is protected for
two years so it can then find replacenent suppliers.

But that will not nean that the
rat epayers will not be danaged. The only way the
rat epayers will not be danaged is if the claimthat they
have against the generator is paid in full. And that
of ten does not happen in bankruptcy.

The second lien, the point about the

second lien is, think of it as your house. |If you got a
house that is worth $100, 000, and you have $100, 000

nort gage, what value is the second lien to you. It has
not hi ng.

So, the question is, what we have nowis
no exposure. The ratepayers have no exposure to that



market differential. The security is critical. And
Del marva is not asking for what | would recommend that it
woul d be entitled to. It is asking what is realistic
because clearly the generator couldn't place an LC for
hundreds of mllions of dollars. No one would bid. So,
it is already a significant conpronise. And the
i nvestment grade issue is just part of that package.
Thank you.

CHAIR McRAE: Do we have any further

comments on security before | go back to |Issue 9?

MR. FI NFROCK:  Madam Chair, | have one
nore comment.

CHAI R McRAE: Thi s doubl e teaning here
with Delmarva. | see sone people on the sidelines. Are
they going to join in, too? It is a whole Del marva
famly over there.

MR. FINFROCK: Wth respect to a
security issue that shouldn't be overlooked. And that
is, that rating agenci es when they assess Del marva's
credit rating which is inportant to issuing debt and the
cost of issuing that debt, they |ook at the contractua
rel ati onship the conmpany has and has entered into. And
they look at the credit quality of the counterparties
that back those contractual relationship.

This contract, even at 200 negawatts,
woul d be a significant size transactional relationship
for Del marva power. Significant. |If it is with a bel ow
i nvestment grade counterparty, there will be downward
pressure on our bond ratings just because of that. And
that cannot be overl ooked.

And we can say we can do all this
t hrough the evaluation process and neasure it, but at the
end of the day, if we don't put sonme paraneters around

what bi dders have to bid on, what safeguards, we may
never know if this process is going to work from
procuring energy through an RFP. | don't know if we can
address all of these in the eval uation process.

CHAIR McRAE: Well, let ne just say, |
know this was addressed -- the contractual issue, as well
as the VIE, | can't recall the specific details, but in
both instances there was this concern that this was going
to inpact Delmarva's rating. And | think there was
di scussion in the consultant's report, especially, wth
respect to the VIE, how different states have dealt wth
the issue. But they are sonmewhat interrelated here, and
I will ask Staff to commrent. | nean, the down grade with
respect to security and then, the down grade on the VIE
i ssue were both covered in Delmarva's witing.

VMR CGEDDES: Madam Chair, they are
covered later on. Wuld you like nme to cover them now?

CHAIR McRAE: Well, they raised themin
connection with security. The argunent, again, is that
overlap. Wiatever works best for you.

MR CGEDDES: They are separate issues.

CHAIR MRAE: Wl |, |eave the other



part, but it seens to ne that the answers are going to
overl ap.

MR. CEDDES: | would be happy to address
them now, then, if that is the pleasure of the Chair.

CHAIR McRAE: | don't know. \Whatever
you want. They are just tied, all of this issue --

MR. CEDDES: Well, if you look at Issue

14, which is, in essence, the argument M. Finfrock was
making, it specifically states that there are occasions
where these contracts are inputed to the bal ance sheet of
the utility.

And our position is set forth there as
to whether there should be a rising factor associ ated
with that, and whether it should represent the Standard
and Poor's factor of 50 percent that the conpany is
suggesting. That, in essence, is what the argunent is,
or a | ower nunber because the comments that NRG nade,
that when you have a commitnent, if you will, that the
will be pass through to the custoners and a favorabl e
regul atory environment, there is less risk associated
with that contract.

So, | think that there is a distinction
and a difference, and | think the discussion was
addressed to this particular issue.

Wth regard to VIE. Every tine | get
into FABSY, | get nervous. But in any event, | don't

think there is a disagreement. The only question is,
whet her that issue is resolved up front as part of the
RFP proj ect, or subsequently as part of the ultimate
negoti ati ons of the contract.

And, | think, that Staff's position is,
it should be dealt with up front. W would agree that it
woul d be better if it was not, quote, Characterized as a
VIE entity, for accounting purposes. And | don't think
we have a di sagreement with the company on that.

CHAIR MRAE: | think | referred to it
as a VIE issue, as opposed to fitting in, was it Rule 46
or whatever, Finance Rule 46. But | do feel that there
was sone overlap around this whole i ssue because part of
it was wapped in the concern about what happens to the
conpany's bond ratings -- credit ratings. |'msorry.

MR. CEDDES: One the last point, Madam
Chair, if | mght.

I do think we need to not |ose sight of
the fact that no one is asking that the custoners be
fully protected here, or nmaybe the conpany is asking that
it be fully protected here, | think that is pretty clear
with its comments, notw thstanding the |ast comment about
mark to market, which is sort of fascinating because you
woul d have to recalibrate that every day.

Under the statute, it is clear that the
| egislature has asked to us do this. And, | think, if
you read the legislation carefully, the legislature
clearly understood that there are risks that were going
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to have to be borne by all of the stakehol ders; the
conpany, the custoners, and the providers. And what we
have tried to do is try to match those the best we coul d.
Certainly, people can disagree. And the conpany clearly
di sagrees with our positions on security.

But, again, we are in the sane place we
were when we started this argument, or discussion, |
shoul d say sonme three hours ago. Are you going to have a
gat ekeeper RFP, or are you going to have a RFP that
attenpts to better capture what the potential
opportunities are in the marketplace, and then through
the eval uation process make sure that the conpany, the
customers, are protected to the greatest extent possible
consistent with conmercial reality. Because at the end
of the day, if this is not a comrercially viable contract
for both sides, there is not going to be a contract.
Thank you.

MR WLSON: Your Honor, House Bill 6
speaks to providing sufficient need to neet the SCS
requi renent for custoners. It doesn't speak to

mar keter's needs or the company's needs. So, there is
not this balancing or sharing of risk inplicit at all

And we sinmply don't read it that way. W read it in such
a way that the customer should be no worse off entering
into a contract than they are standi ng here today. The
customer should not take on additional risk

MR. CEDDES: Point of clarification.
Section 1010, | think, shows that that argument is,
perhaps, not correct. The legislature clearly understood
there were risk here and created a mechanic where this
Conmmi ssion could create a nonbypassabl e charge to try to
correct a potential problemthat all of us sitting here
today nmay not have foreseen. | think the |egislature
knew what it was doing and was trying to bal ance those
ri sk out.

CHAIR McRAE: |Is there specific |anguage
in Section 1010 you want ne to | ook at?

MR CGEDDES: It is Subparagraph C. It
specifically states, After a hearing and determ nation
the Conmission is authorized to restrict retai
conmpetition and to add a nonbypassabl e charge. This is
sonet hing that M. Mnacell was talking about before.

And | didn't want to get into that. But in response to
M. WIlson's question, | think the |egislature understood

there were risks here and at least created this nechanic
as a way to try to deal with it should that scenario
occur.

But, again, none of us know howthis is
going to work out. W are attenpting to conply with the
| egislation. And the conpany's doonsday scenario. |
apol ogi ze for the characterization. The conpany's
conservative scenario is one that some people in this
roomtake issue wth.

But at the end of the day, it has to be
bal anced on both sides. |f the conpany got everything it



wants, we woul d not have a contract.

MR WLSON. Your Honor, 1010 speaks
to --

CHAl R McRAE: Excuse ne. You are
commenting on 1010, and then we are going to go to
Commi ssioner Clark and then that will be the end of
di scussion on this issue.

MR, MONACELL: Madam Chair.

COMM SSI ONER CLARK: Is there nore
di scussi on on that point?

CHAIR McRAE: Well, | think there is.
VWere is that voice com ng fronf

COW SSI ONER W NSLOW | sai d sonet hi ng.

CHAI R McRAE: Commi ssioner O ark has
sonething that relates to this. And | think if yours is
directed to Del marva, we will go there, and if it is
Staff --

COW SSI ONER CLARK: My question was a
little tangential or a little bit nore peripheral. So,

i f somebody has something nore directly on this point,
will defer to them

COW SSI ONER W NSLOW  May |, Madam
Chair.

Del marva has stated that they are in
support of the legislation, HB6. And they have al so
brought up the issue of security. And, | think, it is
accurate to say it was a conservative, as it should be,
recommendation with respect to security.

The other side says, that is not
commercially feasible. | am frankly, not aware of any
10- to 25-year contract, as | sit here discussing this
i ssue; nor am| aware of any financial institution that
gives out 25 year letters of credit in these
ci rcumst ances.

Is this position of Delmarva in sone way
undercutting the viability of HB6?

MR WLSON: Not at all, Your Honor. W

are asking for a letter of credit for the first two
years. And the point that was being nade was, you cannot
get a letter of credit that would fully protect the
customers for the duration of the contract. That is the
very point that there is going to be exposure.

And with respect to 1010, 1010 is sinply
a mechani smfor distributing the cost of a contract that
is entered into, consistent with the spirit of HB6, which
was an effort to stabilize price. It is not an effort to
spur generation, but it is to stabilize price. So, you
don't want to get into a situation where custoners are
wor se of f because you do sonething that expl odes price
because they are sitting there with a long-term contract
that is unsecured. And that the only people who are
maki ng the nmoney woul d be the marketers. Because
Del marva will seek recovery on a dollar-for-dollar basis
fromcustomers pursuant to 1010 and pursuant to other
provisions in the section.



So, it is the Del aware customers who we
are advocating on behal f of and vigorously.

CHAI R McRAE: You woul d agree that the
| anguage contenpl ates the potential for stranded cost. |
nmean, why el se would you have that nonbypassabl e
provi si on?

MR WLSON: Well, the | anguage
recogni zes there can be custonmer migration which would
result in stranded cost. It does not recognize that you
should enter into a bad contract which results in a huge
charge being passed off.

CHAIR McRAE: Well, | don't think the
| anguage made that distinction.

My point is only was that one could
construe that |anguage to indicate that there was, at
| east, sonme contenplation of that possibility for
what ever reason. And that is not to take away fromthe
argunents you are making. But | don't see the |anguage
having any utility beyond recogni zing that there could
be.

MR WLSON: We would have to
respectfully disagree given the climate in whi ch House
Bill 6 was passed. | can't envision a scenario where
this body was thinking in terns of inposing additiona
cost on custoners

CHAIR McRAE: My argument is, |,
frankly, don't know what any individual voter was
thinking. | amsinply suggesting |ooking at the | anguage
al one, as Staff counsel pointed out, it does indicate at
| east sone contenpl ati on of sonme excess course, if in the

event that that occurred, there is some nmechanismto
address it. For whatever reason it arose. | am not
saying how that affects ny response. But | amjust

| ooki ng at the | anguage, per se, and what a reasonabl e
construction of that would be in ny thinking.

And | amnot going to go to Commi ssioner
Cl ark because | think he had sone conments.

COW SSI ONER CLARK: Just a quick
question, and | asked it before. It may or may not be
material to this issue.

When you are tal ki ng about the
generator, the devel oper, a generator performng |ater
under the contract and doi ng what they should, would any
generator created under this mechanism wll it fal
within the regul atory area of the Conmission or would it
not? That is sonmething | would Iike to know.

MR CEDDES: |'mnot sure | could give
you a yes or no answer. It depends on the generator. |
don't think there is a circunstance where the generator
itself would be subject to regulation. The regulation
woul d be the costs that are incurred as a result of that
contract and how they get all ocated anong the custoners.

COW SSI ONER CLARK:  This maybe very,
very loosely ties back into what we are tal ki ng about,
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but maybe back to the within Delaware definition that's
al ready passed. Is that really material ?

MR. CGEDDES: | think it is material for
the qualifications as to who can bid. But with regard to
whet her they are subject to the Comission's regulation

as it currently exist, | think everyone probably read The
New York Times on Sunday, the left hand, front page
columm, | would say, no. They would not be subject to,

quote, traditional regulations, utility regulations.

COW SSI ONER CLARK:  That may or may not
be in terns of what type of security we would require
fromthem because that m ght have sone kind of inpact or
warrant consideration is ny point.

COW SSI ONER W NSLOW  Madam Chair, |
have a foll owup question if | could ask it.

What | was trying to get to, M. WIson,
| want to know whether or not two-year letter of credit,
what ever letter of credit that you all desire, is, in
fact, comercially feasible for the people who are making
the bids. | think | amhearing over here that it is not.
And | think that is an issue. And | think don't think it
was addressed.

MR WLSON. W believe a two-year
letter of credit is feasible. | wll turn to our vice

president and treasurer.

MR. KAMERI CK:  Yes. Letters of credit
are fairly cormmon. They are issued all of the time to
all sorts of entities.

COWM SSI ONER W NSLOW  Wbul d the cost be
prohibitive to conpetition on this issue, the bidding
i ssue?

MR KAMERICK: | can't say for sure,
Your Honor. It would depend on the conpany and what
ot her financial characteristics are cormmon to that
company. Does it have a good equity ratio or what are
the other risk factors to the project? But | would say
it is not an uncommon thing to have a letter of credit.

COW SSI ONER W NSLOW | appreciate if
that issue is joined by the consultants, if he could
respond to that, please. Input, please.

MR, SHEINGOLD: We | ooked at what has
been done in other RFP's to say what's conmerci al
reasonabl e.

The $200 dollars a kilowatt that we are
reconmmendi ng, whi ch would be, or 200 negawatts, 40
mllion dollars and 80 mlIlion dollars for 400 negawatts
is on the high side of what's comercially reasonabl e.
M. diver has actually participated in sonme of these

RFP' s.

The proposal initially was for a
two-year renewable letter of credit by Delmarva. CQur
experience is they are commercially avail able for one
year, renewable. And that's what we proposed.

So, if the party did not renew the
letter of credit on tine, they could be drawn upon by



Del marva. That is pretty standard practice.

So, | think in terms of the |evel of
security, it is high relative to industry standards. But
we thought it was appropriate given the fact that
Del marva has a relatively small size and given its
concern that it would be comercial reasonable, but
probably on the high side of that.

And the other thing in my experience,
and | worked for other devel opers, as well, is having an
uncapped security conmritnment on a long-termbasis is very
problematic. And typically with RFP's there is a cap to
it.

CHAIR MRAE: Can we npove to Question 9,
and then we are going to take a lunch break, or back to
9.

MR, KEMPTON: Thank you, Madam Chair. |
apol ogi ze for mssing it when you went by it earlier.

My name is Wllett Kempton. | amon the
faculty at the University of Delaware Col |l ege of Marine
and Earth Studies. | have about 30 years experience in

anal ysis of the energy, electricity and |light vehicle
sectors.

Wth Professor Firestone, we suggested
C2 enissions, or |lack of C02 em ssions be a threshold
criteria. And that is witten already in here. |
thought it was inportant to address that with regard to
Comm ssi oner Wnslow s conment about whether or not coa
woul d be excluded since the | egislation does explicitly
nention one coal Otechnol ogy, | GCC

The press rel eases by the Governor and
by, at least, four nmenmbers of the |egislature have stated
that | GCC can capture carbon and, therefore, nmay not |ead
to climte change

| sat in this roomwhen HB6 was
finalized, and the Chair of the Conmttee, Representative
Val i hura said he was concerned about clinmate change. |
differ with my actual party on this issue, and it is
sonmet hing we have to deal with

I don't think we can interpret this bil
as being neutral on climte change or endorsing em ssion
of carbon di oxide. W have two bidders that have spoken

today. Both of those bidders are capable of producing
power with very little carbon dioxide.

The question need not be do we want coa
or not. But rather shall we set up the rules to
encour age bidders to produce carbon dioxide, which | fear
the current rules do, and | will address that later, or
shall we set up the rules to encourage capture of carbon
di oxi de or electricity production nethods that do not
produce carbon dioxide at all. That's the question

I do not think we can take this
| egislation, and there are many statenents cited on the
public record as endorsing uncontrolled enissions of
carbon dioxide in the production of electricity both by
the statement of which technology is addressed. |t does



not say pul verize coal, it says | GCC, by nenbers of the
| egi sl ature and the Governor at other occasions. And by
the thrust of the |egislature which has environnmenta
consideration is the second nost inportant consideration
after price stability.

CHAIR McRAE: If there are no additiona
comments regarding this item | believe it was spoken to
previously, so | will say nothing nore. And at this
point, it is 1:15, approximately. W will take a lunch
break and be back at 2:15. |Is that reasonable? 1Is there

a cafeteria here? | don't spend nost of nmy time here. |
amnot sure what's in the area. Do | need to nake it
2:30, to give people a little additional time? W wll
reconvene at 2:30. Thank you

(A luncheon recess was taken at,
approxi mately, 1:15 p.m)

(Back on the record at, approxi mately,
2:45 p.m)

CHAI R McRAE: Now back to the business
of today. Docket 06-241. W are working on the issue
sheet dated Cctober 16, 2006

I know t here naybe sone peopl e who
joined us late and want to nmake sure you're up to speed
on where we are.

We had di scussed security and gone back
to Issue 9 on the list, but | do understand there is sone
l'ingering questions around Item 10 Security. So, we are
going to revisit that at this tine before noving ahead.

| know Commi ssi oner W nsl ow had a
question and Comm ssioner Clark additionally had sone
questions.

COW SSI ONER W NSLOW  Yes, Madam Chair.
If I could ask the Staff's consultant.

You referred to | ooking into what was

comercially feasible. | believe one nenber of your
Staff did that.

Coul d you explain what you did to | ook
into what was commercially feasible in this situation and
how you nmade that determ nation that what Delmarva is
proposi ng was not commercially feasible?

MR SHEINGOLD: | think in ternms of
what's comrercially feasible in terns of their security
package, there are two things. One had to do with during
the operational period security that is uncapped. In
other words, they do a mark to market assessnment. |If
power price becane very high that the anmount of security
that would be required, in part, probably by a letter of
credit would just keep going up

In terms of the RFP's that are done,
there are usually fixed amounts, or anounts based on the
credit of the party or credit rating.

And | have al so worked for devel opers
who woul d not accept an uncapped credit. And | also
tal ked to a major bank that provides equity into
projects, and to sone extent, they have never done a dea



wi th uncapped security. W talked to a nmjor devel oper.
They have never done a deal with uncapped security. And
they would find it very problematic.

What we have done to deal with this is
come up with an anount of credit support |ooking at RFP's
that are in the high range, $200 a kilowatt during the
operation period that are accepted.

And | also talked to the risk manager of
ny former conpany, an energy nahagenent conpany, and the
anount of credit support, at least in today's prices,
woul d be consi dered high

So, taking that altogether, and taking
into account Del marva's concerns, we concluded that this
is sort off on the high side of what is comercially
reasonabl e, but we think is financeable.

We al so have here a second lien on the
project, and we added a provision, you couldn't have
seni or debt that would account for nmore than 70 percent
of the asset value. So, that would assure that the
junior debt, or the position that Del marva woul d have
woul d be significant.

COW SSI ONER W NSLOW  Thank you.

CHAI R McRAE: Commi ssi oner d ark.

COW SSI ONER CLARK: | want to go back
over alittle bit of old ground. | think | m sunderstood
this when | read through the material. | want to nake

sure | amon the same page.

I think | understand Del marva's
position. Essentially, what you are |ooking for through
this letter of credit is full expectancy coverage for a
two-year peri od.

Wth a letter of credit proposal that
the consultant had, can you tell ne how that conpares or
gi ve me sonet hing nore

MR SHEINGOLD: Yes. | would say in
today's market, the anobunt of security under our proposa
woul d actually be higher in anount than Del marva. But
it's a fixed amount. And the concernis, and | talked to
parties that finance these is having an uncapped anount,
whi ch woul d happen if prices got to be very high creates
a mgj or financing problem They would prefer having a
fixed anmount, even it's higher than they might |like. And
that was the difference

Now, we also dealt with the fact that we
are allow ng nonrated parties to bid. So, we have a $200
cap on the anmount of security, but for an unrated party,
that means they to have put up $200 a kilowatt |etter of
credit, which is very substanti al

COW SSI ONER CLARK:  Your proposa
i nvol ves obvi ating that requirenent for investnent grade
conpani es?

MR. SHEINGOLD: There's a reliance on
the hard security, the letter of credit. And it would be
up to the devel oper to provide that. And they have to up
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the devel oper to provide that. And they have to show in
their bid, as a threshold matter, that they will be able
to come up, with the security and have a letter from
financing institution that their project is financing.

COW SSI ONER CLARK:  And Del marva's
proposal also involves a relaxation of the letter of
credit requirenent for investnment grade conpani es?

MR WLSON: Well, it's not a
relaxation. It is just a two-year bridge. W recognize
that even with that two-year bridge it doesn't cover al
of the risk that you are asking custonmers to take on
You are going fromzero risk to sonme | evel of uncovered
ri sk, even with the two proposals that are being put
forward

MR FINFROCK: In addition to that, if |
could, there is a relaxed provision. There is a
i nvestent grade counterparty. There is a letter of
unsecured credit that is lent to that counterparty before
security has to be put in place, like a letter of credit
it. There is a relaxation, as you nove up the credit
scal e.

MR, SHEI NGOLD: And we have no

opposition to that. It would be supported, we presune,
by probably a parent guarantee froma rated entity that
probably will have a cap to it.

So, our positionis different in a
couple of different respects, but otherw se, we have no
obj ection to Del marva.

CHAIR McRAE: Well, let me be clear. W
are tal king about security, the devel opment security as a
conponent and then there is operational security.

As far as devel opnment security, there is
agreenment on that point?

MR SHEINGOLD: It is ny understanding
that there is agreenent.

CHAIR MRAE: |s that so?

MR FINFROCK: | agree with that.

MR SHEINGOLD: We will really dealing
with two things. The notion of uncapped operationa
period security. And we are dealing with having
noni nvest ment grade parties. Essentially, they would
need to provide a letter of credit up to the cap, which
is $200 a kilowatt.

COW SSI ONER CLARK:  |s there a
meani ngful difference in a developer's ability to get a

letter of credit under your $200 cap, as opposed to the
uncapped proposal of Del marva?

MR SHEI NGOLD: Speaking fromwhat is
done in the industry and working for devel opers and
talking to people that finance these, it is a risk having
an uncapped letter of credit. You are investing hundreds
of mllions of dollars into a project. You are really
| ooki ng at cost produced power versus the revenues. And
if market prices get very high, and these credit calls
that woul d take place probably weekly, or maybe nonthly,
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| forget how they're doing it, you woul d have to have
assured in place that there is the capital there to
support that.

And generally, these projects are not
financed that way. And that is a big issue. And
tal ked to both devel opers and people that invest in
equity in the projects, and they viewthis as a
substantial problem

As | said, | have worked for devel opers
that woul d not accept an uncapped security for a
| ong-term contract.

Now, for shorter-term agreenents, where
you are buying at the market and selling at a price, then
if you are an energy marketer, you are dealing with

uncapped credit calls. But then again, they are
short-termdeals. You can nmanage that. But these are
potentially 10- to 25-year contract. That is a big
i ssue.

MR FINFROCK: |If | could interject.
Accept for the credit issue we are tal king about is a
two-year credit issue. W are not tal king about a
25-year letter of credit. W are tal king about a shorter
termtwo-year letter of credit.

It is nore |ike a marketing whol esal e

participant. It is not long term And they don't
necessarily have to post cash as this letter of credit
gets -- as the exposure gets revalued on a weekly basis.

That letter of credit will have a cushion before any form
of collateral has to cone into play.

We think two years is nore than
reasonable. And to suggest that the cap is nore onerous
when you don't know what future narkets are going to be
is truly incorrect.

CHAI R McRAE: Does that clarification
make any difference in terns of your analysis?

MR. SHEINGOLD: No. It is the sanme
issue. We are aware of the two-year assessnent. W have
no problemwth that. W sort of clarified that.

But the issue is, is not having a cap
And that does present a problem

Qur solution to that, and, typically,
this is what is done for these contracts is to have an
anount of security that is capped. |In the case of
noni nvest nent grade parties, the cap is the sane as the
floor. And that would be higher than what you woul d
expect under their fornmula in today's narket.

CHAI R McRAE: The $200

MR, SHEI NGOLD: $200 a kilowatt.

CHAI R McRAE: Yes, M. Tol man.

MR, TOLMAN. Madam Chair. Item No. 9
that we are dealing with deals with what threshold
requirenents are appropriate for Del aware RFP

CHAI R McRAE: Excuse me a mnute. W
are back to 9 again, or is nine in relation to 10.

MR TOLMAN:  |'msorry.



CHAIR MRAE: | said we were on 10. And
then over here -- I'msorry -- | can't recall your nane.
MR, KEMPTON:  Kenpt on.

CHAI R McRAE: Kenpton renenbered he had
sonmething to say on nine, which he did. Then we went
back to 10. Now | see you are inviting nme back to nine.

MR. TOLMAN: Whuld | be able to say

somet hi ng about nine, or is that out of order?

CHAIR McRAE: Well, by all nmeans. o
ahead.

MR TOLMAN: Excuse ne?

CHAI R McRAE: CGo ahead.

MR TOLMAN: Well, | had said earlier
that | thought any kind of new electrical generating
capacity in Del aware ought not to emt |arge anounts of
carbon dioxide into the atnosphere. And | just wanted to
reiterate that | think that ought to be a threshold
requi rement, rather than sonething that cones out of the
poi nt counti ng.

And the reason for that is that Del anare
is likely to suffer unusually as the climte changes
because of its coastal location and its general |ow
el evati on.

The sea level rose a foot at Lewes
during the past century and is likely to rise two to four
feet and perhaps much nmore in the coming century. Part
of the uncertainty and part of the possibility for much
nore sea level rises is the Geenland and the West
Antarctic ice sheet are nelting nuch nore rapidly than
peopl e thought even a few years ago.

So, Geenland | ast year, for exanple,

| ost 57 cubic nmiles of ice up fromabout 19 cubic niles
just a few years earlier.

The West Antarctic ice sheet |oss 36
cubic mles of ice.

So, we can be | ooking at very
substantial sea level rise by the end of the century.
And that is why it is so inportant that we not contribute
to this problemby putting | arge ambunts of CO2 into the
at nosphere.

And that is why | suggest that if
sonmeone is going to be using for fossil fuels for new
el ectrical generation, it has to be with carbon capture
and sequestration using the best avail abl e technol ogy.
Thank you.

CHAI R McRAE: Sonehow | think sonebody
said that before.

COW SSI ONER W NSLOWN  You are
absol utely right.

CHAI R McRAE: Thank you, M. Tol man.

MR CHERRY: Madam Chair. Back to 10.

CHAI R McRAE: Back to 10.

MR. CHERRY: |'mnot sure who to address
this question to, whether it is Staff, or the conpany,
or, perhaps, Bluewater. But this whole letter of credit



issue is of interest.

Is a conpany's ability to get a letter
of credit dependent upon their fuel source? Cbviously, a
ot is dependent upon their fuel source.

But to what advantage or disadvantage is
it to, say, a wind generator to require this letter of
credit?

MR. MANDELSTAM  Madam Chair, may |
respond?

CHAI R McRAE: Pl ease.

MR. MANDELSTAM  Financial institutions
| ook at power projects, sonetinmes the same, sonetines
different. Obviously, a wind project, there is no fuel
risk. The fuel is free. You paid the upfront capital
cost. So, the operation and mai ntenance is very, very
nodest and totally predictable. It has stable price
power .

When you go into the narket to buy a
letter of credit that is, obviously, a factor that the
entity giving the letter of credit look at. O course,
you will get a slightly better price with a wind power
proj ect than you woul d coul d conparable fossil project,
all of the things being equal.

MR, CHERRY: Thank you.

CHAIR McRAE: His office has a vote.
You shoul d answer all of his questions.

MR. MANDELSTAM  Thank you, Madam Chair.

CHAIR McRAE: Are we ready to nove to
[tem 117

MR. CEDDES: Nice and short, Madam
Chair.

CHAI R McRAE: Term sheet.

MR CEDDES: May | clarify the issue.

CHAI R McRAE: Pl ease.

MR. CEDDES: Madam Chair, Menbers of the
Comm ssi on.

This really relates to the issue of
whet her the ternms and conditions should be considered
nonnegot i abl e, or whether it should have a m x of
negoti abl e and nonnegoti able terns. The nonnegoti abl e
being clearly indicated to the bidder.

It is Staff's position that having both
types of conditions nmakes the negotiation process,
per haps, easier, because if you think about it, if the
conmpany can only go into the negotiations with a take it
or leave it position, it probably will nake it nore
difficult to cone to an agreenent.

And so the idea was to include

nonnegoti abl e ternms, along with negotiable ternms to give
the possibility of sone give and take. That is the only
difference that is really set forth here.

CHAI R McRAE: Well, ny understandi ng
was, and maybe Del marva would may weigh in on this, as
well, is that Del marva was proposing that there would be



a set of key ternms that are this is the deal

And they were not adverse to additiona
terns beyond those key ternms being negoti abl e.

Was that basically --

MR WLSON: That's correct, Your Honor

CHAIR McRAE: And Staff is offering
negoti ation. Are you suggesting that everything is
negoti abl e?

MR GEDDES: No. W are indicating
that, perhaps, the ternms and conditions could have
negoti ated terns, as well as nonnegotiable. But clearly
i ndi cate which ones are in which category. The terns and
condi tions should not just be linited to nonnegoti abl e
itens.

CHAIR MRAE: (Okay. So, you are in
vi ol ent agreenent on the fact that there can be a set of
nonnegotiable ternms. And then, there are sone others
that --

MR CEDDES: | think we can work through
this, Madam Chair.

CHAI R McRAE: That sounds like it can be
easily done.

CHAIR MRAE: Mving on. Bid
eval uation. M. Kenpton.

MR KEMPTON. WIlett Kenpton again. |
want to address the weighting of factors within price.
Price is allocated 60 percent of the weight in judging
bids. The price factors altogether. And within that,
the final consultant's report suggested 20 percent for

price stability and 33 percent for expected price. It is
sonetines called price and sonetines called expected
price. | think it is clear to use expected price for

thi s subordi nate category.
The prima facie, it seens odd, that
price stability, which is the first criterion of the
| egislature is weighted below this expected price factor
Now, when readi ng through the docunents
carefully and talking to sone Staff it is justified as
common industry practice. And | know that sone of the
participants in these deliberations believe that giving a
hi gh weighting to expected price will lead to | ower
electric cost for ratepayers. | believe that the

opposite is the case.

As the rules are now witten, bidders
can base their expected price on the cost of a facility
wi thout CO2 capture. That is allowed. And that neans
that, in particular, for carbon taxes, those will be
explicitly allowed to be passed onto the ratepayers.

So, whether or not that cl ause of
passing on is allowed, there is a great deal of
uncertainty in the future cost of carbon em ssions,
especially, over the time periods that we are tal king
about .

So, by having one or other neans of
passing those costs on, that nmeans that we are not



achieving price stability. And by putting such high

wei ght to expected price, which explicitly can excl ude
some carbon cost, we are encouragi ng bids, | would argue,
that hide these future costs.

I woul d urge the Commi ssion to consider
that these rules do notivate bidders to di scourage them
fromincluding carbon capture.

Now, according to Bechtel Engineering,
Departnent of Energy, a study by the University of
Chi cago, the Energy Information Agency, costs of future
carbon emission in this sort of first few years of

operation of plant built in 2013 could range from $30 to
$50 per nmegawatt hour. Those are controversial. They
have large air bars around them But this is not a snall
nunber, and | think are not coincidentally, it is not so
different fromthe fuel price escalation that we saw
recently.

So, | would argue that we are facing the
sanme situation that brought us the 57 percent increase in
electricity prices. Previously, we froze utility rates,
as if there would be no fuel price increases. Wth the
current weighting of bid factors, we are in danger of
favoring the bid with the | owest expected price as if
there would be no CO2 constraints.

CHAIR McRAE: Well, there is an offset
on points with respect to em ssion within that numnbering
criteria, point value. And in addition to that, perhaps,
the Staff and consultant would like to offer their
comments in that regard. But it does strike ne as that
was one of the contracts terns that could --

MR. CEDDES: Wuld you like Staff to
comment now?

CHAIR McRAE: Yes. In fact, | would.

MR CEDDES: | would ask M. Sheingold
to conment.

MR SHEI NGOLD: You are correct in that
the environnental factor has 14 points. It is a nonprice
factor. W are looking within that as enmi ssion rates as
subcategories and that will all be considered.

I think the other key things are, it is
the seller's responsibility to conply with current and
future environnmental requirenents so that the seller is
responsible for the cost. This is the change in | aw
i ssue that we tal ked about. That may be coming later. |
just wanted to say, that is an inportant part of it.

And the econonmic analysis is going to be
| ooking at the cost of conpliance in the future.

The third el enent of that -- Issue 17 --
the third el enent of that which, | think, is another
issue is, what happens if there is BTU or carbon tax.

And, | guess, we are addressing that |ater

CHAIR McRAE: Do | hear M. Geddes
saying wait until 17?

MR GEDDES: | amtrying to help ny
consul tant, Your Honor. Stay on nessage. | think the



i ssue here doesn't relate to those specific issues at
this point in tine.

But with regard, if | might clarify,
with regard to the issue of price and price stability, if

you | ook through the statute itself, you will see the
reference to price or the | owest effective price or

| owest reasonable price, five or six times. | think
price is an inportant criteria in ternms of the

| egislation. And price stability is nmentioned tw ce, as
indicated this norning, in one particular part of the
statute. But certainly price is an inportant criteria
for the IRP and ultimately the ultimate bid.

CHAIR MRAE: M. Kenpton, and then M.
Cherry.

MR KEMPTON: | was not addressing price
versus environnmental factors. | was addressing price
versus price stability. So, | don't think that is
addressed by saying we will put all of the price
stability issues on environnental factors.

It is a question of whether expected
price should be weighted nuch nore than price stability.
That is the question |I'm addressing.

Al t hough, it's good that the point
factor will reflect that. That is an inprovenent in
earlier drafts. W are talking about a contract for a
PPA for a certain amount of time. And the m ninum
possible is 10 years, which would be qualifying. Let's
say we get a 10-year contract. At the end of those 10

year, we have a billion dollar facility, which is a big
carbon enitter, and now we are going to be asking how
much is the power fromthis going to cost. W take these
estimates from i ndependent studies, the Federa

CGovernment and Bechtel Engineering, it's going to be a
big price ranp up.

So, the question | amasking is, does it
nmake sense to wei ght expected price nuch nore than price
stability within price weights.

And | am appealing, to the extent that
there is a renedy here, that the Comm ssion reverse that
order. That expected price be given nore points -- sorry
-- price stability, which Del marva has defined very
clearly, price stability be given nore points and
expected price be given less than price stability, which
| believe is also the intent of the legislation

MR. CHERRY: | want to conme back, just
for a monment, to the carbon issue. The consultant talked
about bi dders being responsible for conpliance. And yet,
| also heard M. Kenpton suggest that bidders could bid
wi t hout including the cost of conpliance.

So, is it really both ways that they can
bid without the cost of conpliance, but it is their
responsibility to in the first place and how do we wei gh

that when the bids cone in?
MR SHEI NGOLD: They are responsible for
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conmplying with existing laws and future | aws as they
appl y.

So, the scenario, if, in fact,
environmental |aws get nore restrictive that require
addi tional cost to be incurred by a seller, they do not
get to recover that cost in their price

MR, CHERRY: Right.

MR. SHEINGOLD: There is the exception
if it's a BTU or carbon tax, we will tal k about that
| ater.

MR, CHERRY: One other question
M. Kenpton.

You tal ked about dollars per nmegawatt
hour. [I'mjust nore familiar with dollars per ton of
CX2. Do you have a conversion on that, rule of thunb?

MR, FIRESTONE: This is Jereny
Firestone. Approximately, $10 per metric ton froma coa
pl ant woul d be equivalent to close to one cent per
kil owatt hour or $10 per negawatt hour

MR. CHERRY: Once nore.

MR, FIRESTONE: That would be for coal
If it was natural gas, it would be less. | think it is

about -- | said it's about one cent per kilowatt hour. |
think the actual is .914 cents per kilowatt hour

MR KEMPTON: But the expected cost of
carbon taxes is simlar to the cost increase we saw from
fuel price increases. That is why it is translated to
nmegawatt hours. It is a price stability issue. It keeps
getting franed in environnental issue. This is a price
stability issue is the point I am making.

MR. FINFROCK: If | could interject,
al so. Under Delmarva's evaluation --

CHAI R McRAE: Excuse ne. This gentleman
had his hand rai sed. Then you will have your
opportunity.

MR. FIRESTONE: On the issue of price
versus price stability, | would direct the Conmission to
the Staff's own report, which says on Page 13, quote,
That the purpose of the RFP is to solicit a long-term
physi cal head for Del marva SOS custoners for price
stability purposes.

That sentence encapsul ates what we
bel i eve the domi nant purpose of this RFP is, price
stability. |If it is dom nant purpose it should have the
great est wei ght, not price.

I would also, in response to

M. Geddes, two responses. First, yes, the statute
mentions | owest price, nore often than it nmentions price
stability. But he is mxing apples and oranges.

As | said earlier, if we just |ook at
the provision dealing with the RFP, it tal ks about price
stability. 1t does not talk about |owest cost. He is
referring to the IRP. W are here discussing the RFP

Secondly, if you weight price nore than
the environnent, then you are suggesting that a one cent



per kilowatt reduction in price is nore highly val ued
than a one cent per kilowatt environmental benefit.

Now, if you pass through carbon, this
becones particularly probl emati c because you are only
getting 14 potential points on the environment, but you
are getting nore points on the price side. And so, then,
there is an incentive to not capture carbon because there
is nore points on the price side.

CHAI R McRAE: You said 14 potenti al
points on the environment. But | recall reading, | think
it isin Delmarva's witing when there was sone proposa
by the consultant to adjust the points, that a part of
the 20-point spread includes the enission, which is tied

to -- well, it has a price conponent and an environment al
conmponent, as | recall. So, the 14 points is not a
stand-alone. That is ny recollection. | see a nod over

there from Del nmarva

So, we are really not tal king just 14
poi nts when you | ook at other conponents of price that
take into consideration, which, | think, enmssions is in
anot her secti on.

MR, FIRESTONE: That is what | am
sayi ng.

The environnental benefit section, you
get a total of 14 points. The price section is currently
drafted and you get 33 points. Because the price
conmponent is so nuch higher, weighted, there's an
incentive not to address environmental benefits because
you're better off by getting nore points if you cone in
with a lower bid, even if you are externalizing all of
the environnmental benefits onto people who live in
Del awar e.

And if we were to think about this
rationally, there is no rational basis for weighting
price nore than the environnment. |If anything, we would
wei ght the environment nore than price because there are
nore individuals, for exanple, in the State of Del aware,
that are going to feel the effects of environnental
degradation than there are Del marva custoners

CHAIR MRAE: M sense is that the
margin is nore narrow. | will nove on to Del marva, who
had a comment and then to M. Geddes. And |'mgoing to
| ook for what | was |ooking for. Fine.

MR, FI NFROCK:  Madam Chair, you
addressed the concern | was going to bring up, that the
environnmental issue both covered in the 14 nonprice
points, as well as in the price stability part of the
econom ¢ eval uation

CHAI R McRAE: Exactly. Which nakes the
margin actually | ess than what you're suggesting because
it does have doubl e application

M. Ceddes.
MR. CEDDES: M only point of
clarification, fromDr. Firestone is, yes, | will agree

that nost of the references to | owest cost deal with the



| RP and not the RFP

But if we skew this bidding process in
such a way that we have very environmental ly efficient
contracts that have very high price units, when we get to
the next step, as | believe Conmi ssioner dark taking ny
net aphor said, This is the primaries and the next step
may be the election, we are going to have a contract, one
or two, or whatever cones out of this process that is not

going to do very well in that |IRP.

And so, then the question is, Wiy are we
goi ng through this exercise to have several bids who may
not get through the next -- through the general election

And so, | think that has to be a
bal ance. And clearly, people disagree. There is no
right answer here. W were trying to bal ance the two.

But al so understandi ng that whatever
comes out of this process has to be placed in that second
phase of this.

And as part of the legislation, the RFP
as it clearly states under Section 1007 says, As part of
the initial RFP process. This is, if youwll, the first
step in this process, which is to go through this
eval uation, try to obtain these bids, evaluate them and
then integrate theminto what cones next.

CHAI R McRAE: These are also on the
evaluation. | saw M. Miller. And | see NRG

MR. LONG Madam Chair, with respect to
M. Kenpton's conments a ninute ago.

If the gentl enan was suggesting that we
need not in this evaluation process provide a conmpany
that does not include carbon capture with an incentive on
the price nmechanism on the price evaluation, we would

agree with that concept.

For NRG s project, we proposed bidding
this facility with carbon capture. |In fact, we suggested
this in other states, as well. And what we found is,
that has opened the door for other bidders to cone in
with other forns of clean coal technology or what have
you and proposed bidding. And those types of
technol ogi es, which, | think as you identified, are
substantially | ess costly than these projects that don't
necessarily nmeet the environnental goals of the states
novi ng forward.

So, it is inperative, as we get into
this process, that as conpanies step forward and do start
to | ook at carbon capture and sequestration, that those
bi ds be consi dered wi thout being penalized agai nst
sonebody el se who does not propose that type of
t echnol ogy.

CHAIR MRAE: | know M. Cherry is
delighted to hear your strong advocacy for carbon
capture.

M. Miller

MR MULLER  Thank you. | haven't been
here for all of the discussions today, obviously.
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But the argunments, | think, coments by

M. Kenmpton and M. Firestone are quite convincing on
this point, and we endorse them

Because all of these discussions becone
very abstract, | would like to present you with a couple
of facts fromwork that we have been doing recently.

One is that Del aware's power plants now
emit 275,000 ponds a day of health danmaging air
pollutants. And according to a letter witten in
February of last year by Gus Rivera, Delaware's Director
of Public Health, these enissions are shortening the
lives of 95 Del aware residents each year causing 13,000
| ost work days, 87 hospitalizations, 2,256 asthma attacks
and so on and so forth.

My point is, when you look at price, it
may have very little to do with the cost. The price of
electricity, as it would be defined by the Comi ssion
Staff and by Del marva and so on isn't the cost to the
Citizens of Delaware. |It's not even a fraction of that
cost.

And the situation in which we are inis
due to a historic failure of both the Public Service
Comm ssion and DNREC to regulate the utility industry
effectively so that the power plants are not killing with
peopl e and so that the cost is not out of all proportion

to the price.

So, if, in fact, this process and the
i ntegrated resource planning process is going to open a
door to doing things better to regulating our utilities
in such a way that the public interest is protected, the
public health is protected, then we are going to have to
use a different kind of weighing and scoring and
bal ancing and all that, then the utility regulatory
process is accustonmed to use and going to have to use one
very different than what Del marva has proposed and,
i ndeed, what the Staff has proposed. And, in fact, we
need to cast a net w de enough to capture the actua
consequences of the alternative decisions that get nade.

And if you allow people to buy into the
process with the supposition that at sone tine in the
future, they will pass through to the ratepayers the
costs of carbon dioxide capture, the cost of enission
abatenent, that is sinply inviting a low ball, inviting
somet hing that grossly distorts the process. And | think
that we all need to be wise enough to nmake sure we don't
al | ow that happen because this happened in Del anare for
many years and many hundreds of Del awar eans have paid
with their lives for those errors of judgnent. So, let's
not continue to make those errors in judgnent.

Thank you.

CHAI R McRAE: The pass through issue
that you referred to is covered in 17, and we have not
gotten that. And earlier we did nake the statement, not
that it necessarily fully addresses the concern that you



rai sed, but the fact of the matter is, all of the
environnmental concerns and the heal th consequences
associated with that are not going to be conpletely
addressed in this RFP. It, unfortunately, is not a
panacea. It certainly is a thrust. And there are a
nunber of other initiatives in Del awnare.

But | think in our best thinking, it
woul d be very difficult for this RFP to address all of
the concerns that you have raised. And | don't want to
rai se your expectations to assune that will be the case,
but I am indeed, mndful of the points that you have
made.

Do you have sonmething to say with regard
to 12 which is the bid eval uation?

MR CI TROLO Yes, Madam Chair.

CHAIR MRAE: M. Citrolo

MR CITROLGO M comments are in regard
to price stability.

First, I would like to nmention, also,

that we agreed with the University of Delaware's Marine
Study in increasing the weighting factor for reductions
in environmental inpact. | don't need to speak to that.
I think they nade a persuasive argument on their own.

In regards to price stability, nmany
times, alnost all of the tine, our office is before you
arguing for the lowest rate. And, |I think, in this case,
since we are tal king about the SOS provider, we m ght not
be doing justice to our constituents in this case.

The analogy | would use if I'min ny jet
approaching the aircraft carrier SOS, and would peer in
my kal ei doscope and hopefully have a straight line to
m nim ze the inpact of the pitch

I think that is the objective of the SOS
provi der for custoners is, one, to nmake sure that the

electricity still flows, obviously. But with regard to
price, that they have a stable price to look at. That
price maybe -- nost likely is not going to be the | owest

price available and it nay even be a few ticks higher
than a market price, but that is the objective of the SCS
provi der, regardless of the environmental inpacts. Those
factors will be there, as well.

I think it needs to be price stability
and woul d underm ne the SOS process if we focused on

| onest applies and not the stability factor. Thank you

MR. MANDELSTAM  Madam Chair.

CHAIR MRAE: |'msorry. You did
i ndicate you wanted to speak. | apol ogi ze for passing
you.

MR. MANDELSTAM  Thank you, Madam Chair.
Pet er Mandel stam Bl uewater W nd.

A brief comrent and then a bri ef
question. | certainly don't want to nmake nore work for
the Conmission or the Staff, but there was a nention on
this page of a test bid process.

And | would like to comrend all of you



that in ny experience with other groups that are doing
this exercise, it's always very inportant, typically when
you are | ooking at technol ogi es you may not have seen
before, to go through a test bid process before. Again,
| don't want to nmake work for the Staff and consultants,
but I think it would be incunbent upon the entities
review ng these projects to try to do sone anal ytica
anal ysis prior to receiving bids or, perhaps, upon
receiving bids. The consultant mentioned, and | just
echo | think it would be a terrific idea.

CHAIR MRAE: | do believe, and | don't
know if it responds directly to your question, but your

consul tant, |ICF has sone technology. |Is that, M.
Wlson, tied to testing the bid?

MR GEDDES: Madam Chair, that's Issue
15. | thought that was part of nmy job is to try to
focus.

CHAIR McRAE: | know there is sonething
with CF. Maybe they can think about it until we get to
I[tem15. And that may clarify where you are.

MR WLSON: We will address it at that
time.

MR. MANDELSTAM One final point, Madam
Chair.

Wiile | certainly applaud any reduction
in plant enmission, | have a question for the Staff. It
is said if an existing plant reduces em ssions at a
functioning plant, that they would gain points in this
RFP whi ch is new generation RFP. | don't understand how
it is that one earns points for reduction of an existing
plant if the RFP is to pronote new generation

MR CEDDES: Wuld you |ike us to answer
that, Madam Chair?

CHAI R McRAE:  Yes.

MR CEDDES: | would defer to
M . Shei ngol d.

MR, SHEINGOLD: If there's a conmtnent
to reduce enissions at another plant, so on a net basis,
there woul d be an inprovement in em ssions, then, that
woul d be considered in the analysis. But there would
need to be a valid commitnment to reduce enissions, as
opposed to saying that 1'mgoing to build this plant that
wi Il have the inmpact of reducing em ssions of another
unit that | have

So, that, we thought, was appropriate.
And if a bidder came in with a commitnent to reduce
em ssions at another unit, that woul d be appropriate to
consi der.

CHAI R McRAE: M understanding of that
was, it was an emi ssion reduction over and above whatever
the legal requirenment was for the enission that that
woul d be consi dered as a conponent of em ssion reduction
or recogni zed as em ssion reduction

Was that the essence?

MR, SHEINGOLD: | think there are a



nunber of comrents. There's one as to whether that
shoul d be done at all. And then, there were sone
comrent s about whether there would need to be a legally
valid conmitnment to do that, as opposed to just saying,
CGee, I'mgoing to put in newunit and it will have the

effect of reducing another units output.

So, our positionis, there would need to
be a specific comm tnent.

MR. MANDELSTAM W th all due respect,
Madam Chair, doesn't that the discrimnate against
generators that don't have em ssions. Shouldn't | go out
and buy a coal plant and then pronise to reduce
emi ssions. | don't understand why that is a factor in
this RFP.

CHAIR McRAE: Let M. Sheingold speak to
t hat .

MR SHEINGOLD: | think it's valid. |
don't think it is discrimnatory. Anybody could obtain a
conmtnent to offset em ssions el sewhere. But it would
need to be a valid commtment. And, | think, if that
results in some environnental inprovenment or offset in
em ssions, it should be considered.

MR, MANDELSTAM If | may, by that
| ogic, shouldn't | buy REC credits or CO2 credits
sonewhere else in order to win points in this bid.
Doesn't that really frustrate the whol e purpose of this
RFP? It seenms silly to torture the process by sinply
meeting this requirenent.

MR CHERRY: Is it really a requirenent,

t hough?

MR SHEINGOLD: It is not a requirenent.
It gives bidders an option.

MR CHERRY: |Isn't that being
illustrative of the kind of thinking that mght go into
an analysis of bids. Is it anywhere in the fornula of
eval uati on and how points are to be awarded? O is it
nmerely illustrative in your report of how it mght work?
|"mvery curious for the answer to that.

MR, SHEINGOLD: | think once we get into
the bid evaluation, we need to | ook at the mechani cs.

But we woul d be | ooking at the em ssions fromthe bid
unit and | ooking at the commitnent that would need to be
valid over tine at what the reduction would be from what
they would otherwi se legally --

MR. CHERRY: Doesn't that, then, put the
existing enmtter at an advantage over that bidder who is
not currently emtting? Doesn't that reward for

per haps, past performance, bad performance? |'m curious.
MR SHEI NGOLD: The question is, one
could get offsets fromel sewhere. It is done el sewhere

in the country in terns of conpliance. But | think the
ability to make comm tnent to obtain offsets, one could
buy them presumably. Obviously, if you are a wind

project, you really don't have any enissions to offset.



But is it in the public interest to
encourage that kind of offset of em ssions? | would
think it would be.

MR. MANDELSTAM  Perhaps, in the public
interest, but is it in this RFP

CHAI R McRAE: Excuse ne.

MR. MANDELSTAM | apol ogi ze, Madam
Chair.

CHAIR McRAE: | believe that
M. Cherry's question, though, was, was that offered as
sonet hing for which points could be awarded. And ny
under st andi ng fromwhat | read was, yes

I's that accurate?

MR. SHEINGOLD: It would be considered
in terms of the net enissions for which points would be
given. There would be specific |evels of enission that
woul d get points, for exanple, wthin greenhouse gasses
there woul d be four points, and we would | ook at
different emission levels within that and to grant
points. And, obviously, if there are no enissions, you
get the maxi mum points.

CHAIR McRAE: But | just wanted to make
sure that we were clear. The short answer to the

question is, yes.

MR SHEI NGOLD: Yes. It would be
consi der ed.

CHAI R McRAE: Now, where are we? W are
still on bid evaluation.

M. Firestone.

MR, FI RESTONE: Just on the sanme point.
It would seemthat if sonmeone |ike a wi nd power generator
had exi sting wind power generation that produced no
pollutants, they should get credit for what they have
done in the past, rather than just benefit people who are
pol luting now and who m ght reduce that pollution in the
future

CHAIR McRAE: | supposed there are a
couple of ways to look at it. To sonme extent, any
reduction is a benefit to the system to the ecosystem
any reduction is. One could also look at it fromthat
vantage point. It is something that is a part of this
whol e bal anci ng di scussion that we are having to sone
extent. Reduction in enissions is good.

But | al so understand Bl uewater's
concern here it would seemto give a decided advantage to
someone over the party who is presenting no em ssions at
t he outset.

So, | nean, | think | understand the
argunment. | am confidence ny fell ow Conmi ssi oners and
M. Cherry does, as well.

So, with that said, M. Miller.

MR. MJULLER: This question of em ssion
offsets is a conmplicated gane that people in the power
pl ant busi ness are good at playing.

But | think a couple of points ought to



be made here before you depart fromthis subject.

There is an initiative in Delaware to
require power plants to reduce their em ssions. You are
aware of it.

CHAI R McRAE:  Yes.

MR MILER | amsure you are aware our
friends in Conectiv Generation and NRG are fighting very
hard agai nst that proposal. They object to it.

If, in fact, they were succeed in
defeating this proposal, then, you could create a
perverse situation where they could then claimcredit for
vol untary reductions that were voluntary because they
succeeded in defeating the enactnment of regul ations
requiring nore.

Secondly, a key point in this regulation
is tonot allowthis sort of emi ssion trading that would

enabl e eni ssions reductions sonewhere else to result in
emi ssions either continuing or increasing in Del aware.

So, we have here now an RFP for new
generation in Delaware, basically. And if you allow an
of fset programof a sort that could allow increased
em ssions in Delaware in return for theoretically reduced
em ssi ons sonewhere el se, that would surely be
inconsistent with the intent of the legislature in
enacting the statute that generated all this.

So, | don't think that such a provision
ought to be part of the bid evaluation process.

CHAI R McRAE:  Ckay.

MR LONG Just briefly, Madam Chair. |
want to correct something that M. Miller just said.

NRG Energy is not in opposition and has
not been fighting the regul ations before DNREC. In fact,
if you ook at the record, we have been extrenely
supportive for nost of the regul ations.

What we have done, |ike G een Del aware
and sone of the other folks in the roomis, we provided
specific coments on how t hose regul ati ons can better
work within the paradigmthat we are all operating in.

Thank you.

MR. MULLER  Not true

CHAIR McRAE: Well, we are going to nove
on. W have heard two sides here. | amnot the judge.

M. Gtrolo.

MR. CITROLO  Madam Chair, one other
i ssue.

Since it appears on the issue sheet
under No. 12, our comrents were summarized here that the
eval uati on process shoul d include the Public Advocate's
Ofice. That does pertain to all issues. | just thought
| mention here, we have concerns that the public, the
consuners are not going to be represented at the
eval uati on process, given the current structure of the
RFP. Thank you.

CHAIR McRAE: That is a point. | have
to look to M. Geddes to see if it is sonewhere el se at



this point. It certainly was raised in the witings.
Sonewhere | saw that conmment fromthe Public Advocate
when the bids are in, Delmarva will do an eval uati on and
our consultant is involved and the Public Advocate raised
an issue as to their not having a space in that process.

MR CEDDES: Madam Chair. | think
that's a good m scel |l aneous issue. The issue of
transparency.

Staff supports transparency in the

process, but does understand sone of the nodeling that is
going to be is priority. But we have no objection to
maki ng this as transparent as possible.

CHAI R McRAE: You have heard that,
M. Ctrolo. You can talk around that at a subsequent
time.

We have a number of m scell aneous

issues. | hope we don't address themall today because
darkness is going to descend on us soon.
We have the T&D evaluation. |'msorry,

Comm ssi oner d ark.

COW SSI ONER CLARK:  Is it appropriate
to address the proposal regardi ng the super categories.

CHAIR McRAE: Yes. That is a part of
the bid eval uation.

CHAI R McRAE: Super categories. Do you
recall that section that the independent consultant,

M . Shei ngol d proposed.

MR. CEDDES: Yes. W did propose that
and believe that it is an appropriate way to nmake sure
that the valuation process is not skewed, in one
particul ar way, and these particular criterias are kept
in focus.

I know that the conpany believes this is

some secondary scoring system But that was not meant to
be the way it should be enployed in the eval uation
process.

W believe that these areas are critica
and that the proposals that are received should be
bal anced. And it is possible, we believe, wthout these,
what we call super criteria, that a particular bid could
be unbal anced and not have sone mni num scoring in these
areas. So, sort of |ike super prinaries, Conm ssioner
C ark.

CHAIR McRAE: Did you have a question on
that, Comm ssioner d ark?

COW SSI ONER CLARK: Basically, you talk
about the concept of having them Do we need to have a
nore of a scoring systemin place if we go that route?

MR GEDDES: Well --

COW SSIONER CLARK: O is it an --

MR CEDDES: It may seema little
consistent with our big funnel process. But it was to
make sure as we go through this there was another filter
It is not a secondary scoring process. But it is a way
to make sure, as the bids are evaluated, that certain



characteristics of those bids neet these m ni mum super
cat egori es.

CHAI R McRAE: When you | ook at them on
its face, project viability would seemto be a threshold
i ssue for the whole deal, if you will. But | do realize
there was further iteration in the witings about what
you meant by project viability.

But just looking at that on its face,
favorabl e characteristics, all of them would seemto
fall under the broad unbrella of what you are trying to
decided in the first instance.

MR. CEDDES: And the Conmi ssion may find
this a hel pful suggestion or maybe not. And, | think
clearly the Conmission could say, Wll, Staff, that is
interesting, but we don't think it's necessary. And we
favor the conpany's position of not having any super
category.

COW SSI ONER W NSLOW  Madam Chair, |
read M. Firestone's and M. Kenpton's coments. | think
there is sonme concern there about that issue.

But it seens to ne that the favorable
characteristics, super category, would hopefully preserve
those projects or weed out projects that did not give
sonme real benefit in an environnental area and hel p out
in that way.

So, | understand your concern about

price. But |I'mencouraged with the favorable
characteristics about being a positive to outweigh and
bal ance, | guess.

CHAI R McRAE: Thank you. Now, | think
we are at T&D Eval uati on.

MR GEDDES: Could I try to summari ze
this. | think this is a |less conplicated issue.

I think the concern here is stated by
NRG t hat any eval uation should be linmted to five years
And | think Staff and Del marva agree that there should
not be an arbitrary cutoff. To the extent you are
capabl e of evaluating these inpacts for |onger period of
time, it should be whatever the technol ogy allows you to
evaluate and it should not be artificially cutoff at five
years. | think that's the essence of the issue.

CHAIR McRAE: | don't see any hands.
M. Long.

MR. LONG Madam Chair, | think Staff
adequat el y conveyed our position on the issue.

CHAI R McRAE: Excuse ne.

MR LONG | think your Staff adequately
conveyed our position on the issue.
CHAI R McRAE: | thought so, too.

Now we are dealing with inputed debt

offset. | think we got into this slightly alittle
earlier today. And we're revisiting it in nore detai
now.

MR, CEDDES: Wth your indul gence, Madam
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Chair, | would ask the conpany to go first. During the
| uncheon recess, a representative of the conpany
suggested that the arguments that he was maki ng before on
security that |, perhaps, had nisunderstood, and | would
like himto clarify for the record the point he was
trying to make earlier and howit is different fromthe
poi nt | thought he was maki ng under this category.

MR FI NFROCK: That was ne, Madam Chair.

My name is Mark Finfrock again.

| referred to a concern that can't be
overl ooked and the fact that if we enter a |arge
transaction relationship with a noni nvestment grade
counterparty, the credit rating agenci es when they view
our exposure to who we transact w th woul d put downward
pressure on our bond ratings because of that
rel ati onshi p.

That has nothing to do with inputed debt
offset. It has to do with, irrespective of being on
bal ance sheet or off bal ance sheet, having that strong a
relati onship with a noni nvest nent conpany.

UNI DENTI FI ED AUDI ENCE MEMBER:  Madam
Chair.

CHAI R McRAE: Excuse me, just a second.

I's your response to what Del marva j ust
sai d? Because that had nothing to do with inputed debt
of fset where we are. Were you responding to what you
heard here?

MR. LONG | nputed debt offset.

CHAIR MRAE: In that case, | think
Del marva was sayi ng something. And you can follow up, if
you will.

MR KAMERI CK: | am Tony Kanerick. | am
the vice-president and treasurer of Del marva.

The point | wanted to nake is the
i mput ed debt offset represents, we believe, a rea
econom ¢ cost that should not be relegated to sone
sensitivity anal yses.

And that's because the nminute we mnd
that |ong-term power contract, every one of our financial
metrics that the agencies use will deteriorate. The
bal ance sheet will get nore will he | everage. CQur
coverage ratios go down. Qur cash fl ow goes down.

Everyt hing deteriorates.
And the only way we can get back to

even-stephen again to where we were would be for the
conpany to add equity to offset that debt inputed by the
agencies and to raise custoner rates enough to earn on
that equity to offset the deterioration in the cash flow
and the coverage ratio.

So, this is something that we think is a
real economic cost. And all it really tries to dois
allow us to conpare different alternatives on an apples
to apples basis so we're sure we got all of the costs
i ncl uded.

And we believe that based on what we



read of the agency comments on this issue that we really
should start at 50 percent as the benchmark base case,
and then we can always run alternatives off of that. W
think 50 percent is where we ought to start.

CHAIR MRAE: M. Long.

MR, LONG Thank you, Madam Chair.

I think it is well established, and we
woul d agree with Del marva that some rating agencies are,
in fact, inmputing debt fromlong-termcontracts. Cur
agreenment, however, | think stops there. CQur
under st andi ng of the issue stops there.

Clearly, there is an issue with rating
agencies doing this. But where there isn't a nexus is

bet ween i nputing debt fromlong-termcontracts and
actual |y seeing a negative inpact to the conpany.

And | would submt to you that in
Connecticut |ast year, the DPUC held a lengthily hearing
on this issue where they took testinony fromsevera
expert witnesses that, quite frankly, had different
opinions on it. And where they canme out was, this issue
woul d rightfully be brought before the Public Service
Conmi ssion in a rate proceeding, once the utility could
clearly establish that there was an actual downgrade or a
negative inpact to its bottomline.

And | would submt that m ght be,
i nstead of adding, as Staff suggested, a 30 percent adder
onto the contract, that it mnight be nore prudent froma
consumer standpoint to wait until there actually is sone
sort of a harm and have the Conmi ssion evaluate it.

CHAIR McRAE: Well, | can see where one
mght be a little unconfortable with that, around undoi ng
the harm |If we are speaking about Delmarva, |, frankly,

do know we have had sone recent experience there. So,
that is an issue to be considered.

MR. KAMERICK: | was going to repeat
probably what | already said. It is a real econonic
cost. You can see it in every one of the wite-ups that

we had during the period that PEPCO had power purchase
contracts. Those power purchase contracts were
consi dered debt on our bal ance sheet.

The way they do it is, they project out
the cost of the power purchase over the life of the
contract. They discount it to today with present val ue
techniques. And that is added to our debt bal ance. So,
it's clear that's in the netrics that they use when they
do our rating.

CHAIR McRAE: Are there further
comrent s?

MR. CEDDES: Madam Chair, Menbers of the
Comm ssi on.

I think Staff's position is set forth.
But | want to clarify to the extent, we would like to
test this theory, whether it's 50 percent, or 30 percent,
or zero and the reconmendation here is not to arbitrarily
assign anything. But to nake sure we have this properly



anal yzed.

We are certainly aware of what we read
in the trade publications. | do not think the prior
situation is relevant. It is a conpletely different
situation than the Mrant situation. W would like to
study this a little bit nore before we arbitrarily assign

any value to it.

And M. Sheingold wanted to respond to
M. Finrock's first point, if he mght.

MR, SHEINGOLD: | think the genera
poi nt about noni nvestment grade parties and the default
rates for project financed projects are viewed as being
different fromthe default rates for bonds for conpanies.
And generally, they are lower. And this goes into |oss
of probability and default and a nunber of other issues.

I just want to point out, the history
and practice in financial institutions will | ook at
project financed projects differently.

I have nore information on that, if you
woul d like, but | just wanted to nake that point.

CHAIR McRAE: Well, thank you. Also, |
think M. Geddes suggested nore information fromthe
st andpoi nt of the very specific issue that we are
addr essi ng.

Comm ssi oner d ark.

COW SSI ONER CLARK:  Just to clarify.

You nean, the 30 percent risk factor
recomrendation from your end, you want to study that nore
now, or nmaybe | m sunderstood you

MR. CEDDES: Yes. | wll let

M. Sheingold clarify that.

MR, SHEINGOLD: Looking at it, being a
sensitivity of 30 percent, and this issue is nore
complex. A lot has to do with the perceived regul atory
treatment. And if you actually read the Standard and
Poor's analysis, it goes between 10 and 50 percent. And
Moody' s says there is, basically, a pass-through, and
they would look at it as being zero percent.

We recommend that, do this analysis, we
think it is probably between zero and 30 percent. They
talk about if there's legislation that provides for
recovery. That is a positive thing. That would be a
| ower percent age.

But if this gets to be an issue, once we
get bids in, we suggest Delnmarva go to the rating
agenci es and get sone feedback directly.

COW SSI ONER CLARK: It is your position
it does not need to be addressed now and addressed | ater?

MR. KAMERI CK:  Madam Chai r.

CHAI R MCRAE:  Yes.

MR, KAMERI CK: \What the agencies do is,
it goes fromzero to 100. Not zero to 50. They start at
50. That's where they start. Then they do their
eval uation to determ ne whether they come off 50 on the
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hi gh side or the | ow side.

Havi ng said that, we would be nore than
happy to go to the agencies and get nore specifics about
t hat .

MR. CEDDES: | think we have agreenent
on the process. And it would be, as Comm ssioner dark
suggested, that we would work with Del marva and try to
determi ne what the appropriate nunber should be.

I mean, things may change in the next
coupl e of nonths. Wo knows. But to arbitrarily say it
shoul d be this nunmber or that nunmber, | think it is
somewhat dependent on what kind of bids we get. What
they look like. And then, if we get the additional
information fromthe agencies on how they would view
this, I think that woul d be nore hel pful than arbitrarily
assigning a val ue.

CHAIR McRAE: Well, that is slightly
different fromwhat you have here.

MR. CEDDES: | would say, yes, it is.
We are clarifying.

CHAIR McRAE: Very fine.

MR. CEDDES: Based, in part, on
Del marva's offer.

CHAI R McRAE: Very good. W got that

clarified.

Now i s test bidding.

MR CEDDES: | think this is pretty
straightforward. In fact, the representative from

Bl uewat er Wnd had suggested that this would be a good
idea, | believe, earlier

Staff is interested in trying to do
this, if we have tine. W understand there are tine
pressures. But it is sonmething that we think would be a
good i dea.

CHAIR McRAE: The next itemis default

remedi es.

MR, WLSON. Your Honor, you asked the
question with respect to ICF's nodeling. |If you would
like, I could have them explain sone of that to you.

CHAIR McRAE: No. | just recall reading
that there was sone plan to use this proprietary nodeling
systemto take a | ook.

MR WLSON: The real constraint is one
of time. We got to get all of this information and
compress it and come back with an RFP that is ready to go
Noverber 1st. W set up a neeting with Staff. But it
becomes an issue of how much tine and what the
expectations are.

CHAIR McRAE: W are very sensitive to
that fact.

Thank you, M. WIson.

Default renedies. Does anybody want to
speak, or do you want to stand on your docunent?

MR CGEDDES: | would defer to the
conmpany since it seens to be their issue.



MR WLSON:. W stand on our coments as
filed.

CHAI R McRAE: Very fine.

Changes after the contract. That got
into the pass-through issue that we deferred. Change in
law. Kind of get into that. Change in control

MR. CEDDES: Point of clarification.

I think M. Sheingold had dealt with the
first two issues. | don't think we had an opportunity to
address the third. | think the discussion about carbon
i ssues and changes in law, | think the Conmi ssion heard
nost of the parties on that issue and who shoul d absorb
what ri sk.

But with regard to the change in
control, perhaps, the parties have additional conmments,
other than what is set forth here.

MR. MANDELSTAM  Madam Chair, does that

mean that that issue is closed because there were other
i ssues that were raised on this page that Bl uewater Wnd
did not discuss?

CHAI R McRAE: You are tal king about the
i ssues as to change in |aw or pass-through of cost versus
control

MR. MANDELSTAM  Pass through, Your
Honor .

CHAIR McRAE: It was touched on. But, |
think, M. Geddes was summarizing that we had hit upon
this. But it is certainly appropriate for you to speak
now, if you choose, on these issues covered here, which
woul d pass through was on that |ist.

MR. MANDELSTAM  Just a brief question

I amcurious for the rationale of the
PJM average as a metric, the PJM average, and what was
the rel ationship, and how was it derived.

CHAIR McRAE: If there is nothing el se
| earned today, a brief question fromyou is the start of
a series of about six nore questions.

So, I will limt you to that one brief
question, which | will ask sormeone to answer.

VMR. CEDDES: Madam Chair, with your
perm ssion, M. Sheingold

MR, SHEINGOLD: Yes. Starting from
general |y speaking, |ong-term power purchase contracts,
there are taxes of general applicability. They are
generally a pass through to the buyer

What we | ooked at here, particularly
with regard to a coal project, if the BTU are carbon tax
that woul d have the potential inpact of having a
pass-through, if it was done that way, that would be
above what the market would be perceiving in ternms of the
i mpact on narket prices.

So, we sought to limt that. And we use
the average em ssions in PJM because they would have a
recovery up to that amount because that woul d be what the
mar ket woul d be passing on. So that the seller would be



responsi bl e for the above average emi ssions that they
woul d cause because they decided to built the plant. And
that is the rationale for it.

CHAI R McRAE: Do you have a question
Conmi ssi oner Lester?

COW SSI ONER LESTER:  No. |'m okay. |
under st and.

MR KEMPTON: Just briefly addressing
the tax.

I think the traditional treatnent of tax

is because things |ike property taxes and sal es taxes and
so forth are not something that can be anticipated or
controll ed by nerchant power providers, for exanple.

But this is very different. This is a
tax which has a specific policy objective that is neant
to incentivize, in this case, the bidders to provide a
different facility.

And | appreciate M. Long saying that
they would like to do, if | understood you, carbon
capture, and by passing on the tax that has specific
policy objective. It discourages his conpany from doi ng
So.

I hope I'mnot misquoting you. But this
is not the same as the tax as it nornally has been
treatnent in nerchant power provision. This is a tax
with a specific policy objective, which is controllable
by the bidder.

CHAIR MRAE: Do you want to comment ?

MR, SHEINGOLD: To give a fuller answer,
the bidder will have the option of bidding with this
partial pass through or not. And to the extent that they
do bidit, it will be considered both in the price
analysis and price stability. So, it will all be
considered in the anal ysis.

CHAIR MRAE: ['msorry. | kind of
m ssed - -

MR, SHEI NGOLD: The bidder will have the
option to bid with no potential for a pass through or
partial pass through of such a tax or to bid with a
partial pass through.

But to the extent they do that, their
price score and their price stability score will not be
as advantageous as if they decided to assune the ful
risk. So, there is no free lunch in this analysis.

CHAIR MRAE: |If they decided to assune
the full risk, I would assune that that assunption is
reflected in the base price, too, which may, in fact,
nmake it | ess attractive because they would be trying to
cover the potential downstream cost.

MR. SHEINGOLD: That is exactly correct.
Yes.

MR LONG Wth respect to the carbon
tax, one of the things we proposed in one of our earlier
filings, it was sort of taking this issue off the table
in this discussion, by sinply requiring all bidders to



submit a plan for carbon capture or carbon capture and
sequestration in the bid.
In this way, the departnent, in its

eval uation, could | ook at not only the core portion of
the projects, which provide power, but also evaluate the
carbon capture and sequestration issues, as well. That
was ny first point.

My second point is, if that's not taken
into account, and with respect to any additiona
environnmental regulations that may take effect, in our
view, in | ooking at these contract as they played out, in
other contracts that we have ventured into and ones that
are currently being considered in other states, it is
common for new | aws, as they conme up, to be considered
pass throughs or to trigger sone sort of a renegotiation
on that portion.

And we would like to have that type of a
re-opener or the ability to do that with respect to
carbon tax or other laws that nay change the cost of
power .

CHAIR McRAE: M. Miller

MR MILER Yes. | alluded to this
bef ore and other people have. But it is well known,
there is no question about the fact, that any fue
burni ng power plant, particularly a coal burning power
pl ant that does not capture and sequester its carbon
em ssions will do damage, will do harmto the

environment. WIIl do harmto the future of all of us.

So, any bidding systemthat doesn't
require that the full cost of that capture and
sequestration be put into the bid gives an undesirable
and unfair advantage to the people who want to burn coal
And it creates an artificial disadvantage, for exanple, a
wi nd bi dder or a conservation and efficiency bidder.

So, it seens evident to us on the face
of things that any systemfor nonitoring and considering
these bids ought to include the full costs up front.

O herwise, if you allow a re-opener, or call it a tax, or
somet hing, as | mentioned before, it is sinply a | ow ball
that distorts the process and will hit us both in the
pocket book and in ternms of rising sea |evel and other
things at sone tinme in the future.

It is a known negative consequence.
That's not sonething that there's any question about.
And, therefore, | think the Commi ssion should fully
incorporate this into its process.

CHAIR McRAE: | understand the ful
course is known. |'mnot exactly clear about what you
are sayi ng when the change occurs. | nean, it has to be

incorporated. But if it is not a requirenment now, then
there is an inpact that was not a part of, unless it has

been anticipated and i ncorporated in the bid price.
So, when you tal k about full cost,
think it should be clear with respect to the outset. But
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what we are | ooking at here is sonme change in the | aw
down the road that may inpact that and how does that
factor into the full course or who bears the cost and
those i ssues.

MR MIULLER: Well, to approach this
anot her way, the average cost of the generating units
that have been di scussed in DNREC s proposed regul ation
is 38 years.

There isn't any question, | don't think
there is any reasonabl e question that |ong before 38
years have past, it will be necessary to cap and contro
carbon em ssions. So, there isn't any question about
whet her this will occur within the economc lifetine of
the unit if it is built. And, therefore, it's sinply
like the canel putting its head in the sand to not
consider this up front. This is just, in essence,
passing a penalty on into the future. And | don't think
it would be responsible of the Conmission or the utility
to do that.

CHAIR MRAE: M. Firestone.

MR. FI RESTONE: Yes. The Staff has

expl ai ned that they are going to count pass through
against price and price stability. But they haven't
really explicitly said how they were going to do that.

Certainly, if we look at studies, for
exanpl e, the University of Chicago study suggest that the
expected price will increase by, Ch, two-and-a-half to
four-and-a-hal f cents per kilowatt hour through carbon
capture.

On the European market, the highest
price | calculated this year on the European market for
carbon was the equival ent of three-and-a-half cents per
kil owatt hour.

So, those types of nunbers should be
explicitly quantified and added into the bid of anyone
who wants to pass through carbon to the consuners because
those are the types of costs that we can expect.

Thank you.
CHAIR McRAE: M. Geddes.
MR, GEDDES: WMadam Chair. | don't think

anything in the Staff's proposal precludes sonebody from
bi dding their best estimate of what this future tax,
whet her it occurs or not, putting it in their bid.

Al the Staff is suggesting is that
there could al so be bids that woul d be consi dered that

does not have this potential tax included, in part,
because if it's going to occur is not known and the size
of the tax is difficult to know And to try to nodel

that into your proposal, | think, would be difficult, and
I"mno computer jockey.

But in any event, the idea was to all ow
it to be bid both ways and not to preclude either one in
the eval uation process, depending on how the bids cone
in, we'll nmake the determ nation as to whether the carve
out is appropriate or not.



MR CHERRY: For the record, | want to
make sure | understand this. There has been sone
di scussi on about taxes. | understand the idea of carbon
taxes. But there is also the cost of conpliance under a
cap and trade program for instance, that Delaware is
contenplating, as well as many other states. That is,
not, in ny view, a tax, aml correct?

MR. CEDDES: W are not proposing a
carve out for that. That would be sonething that the
bi dder woul d assune.

MR CHERRY: So, when we tal k about
passing on the cost of generally applicable taxes over
and above PJM cl assic, we are not talking about the cost
of conpliance under RG3 or any other program of a

simlar nature?

MR. SHEINGOLD: That's correct.

MR. CHERRY: Thank you

CHAI R McRAE: Thank you for clarifying
that, M. Cherry.

Are there other questions on the changes
after the contract?

Al right. | believe the last item
before us is dispute resol ution

MR GEDDES: Madam Chair. It is Staff's
position that these types of disputes should be resol ved
in another forum Potentially, they will be contractua
in nature and not regulatory. And, therefore, we don't
agree with Delmarva that you are the forumin which they
shoul d cone.

And | hope you appreciate Staff's hard
work on this issue.

MR WLSON: Respectfully, Delmarva
sinmply doesn't agree with that. 1In that this is an
i nposed process. This is not a process where we have
just gone out to the market and where we are negotiating
and we can accept things or we can take it or leave it.
This is a process that the Comm ssion, by |legislation
has i nposed.

Accordingly, who will best know what the
intent was and what the Commission was trying to do than
this body. At the end of the day, even if we went to an
i ndustry group, we still have to cone back to this
Conmi ssion to ratify any changes, particularly any
changes that have a rate inpact.

So, at the end of the day, we end up in
front of the Conmission. W can short-circuit the
process, or we can take it the long way. But going into
arbitration where they cannot direct Delmarva to nmake a
change to the contract or to inpose rate increases is
nmeani ngl ess. And we are trying to short-circuit that
process.

CHAI R McRAE: (kay. M. Long.

MR. LONG Thank you. We're well
docunented on this. | just wanted to reiterate. |In this
particul ar case, because of the Commission's relationship



with Delmarva, we believe that arbitration would be the
best form of dispute resolution in this on disputes that
ari se.

Thank you.

CHAIR MRAE: | amso glad we have on
the record that the Commission is aligned with Del narva,
and that's a concern. | don't believe | ever heard that

sai d.

If I may ask, before we nove on to
nmaki ng sone deci sions on these matters, can we take a
qui ck break. G ve ne, please, about five or ten m nutes.
Thank you.

(A break was taken at, approximately,
4:15 p.m)

(Back on the record at, approxinately,
4:25 p.m)

CHAIR McRAE: Well, while you were on
the break, | was trying to sort out how we were going to
go forward on this decision nmaking process for the
Conmi ssioners. O course, you are free to disagree.
Here are ny thoughts at this tine.

As you know House Bill 6 required the
Comm ssion, along with the Ofice of Energy, to retain a
consultant to assist us in preparing the report that you
all have before you. And the consultant, M. Sheingold,
is also present. And then, we have an issue sheet that
reflects the input of Staff who worked in close alignnent
with the consultant.

So, to sinplify this process, | suggest
that we start fromthe position of Staff, which
essentially, was articulated in this docunent that cane

out as the consultant's report. And as we go through
each of these itens, and | know everyone has had a chance
to coment here, and the Commi ssioners will also respond
at this point, we will go through these issues. And
parties who have a conpelling interest fromdeparting the
Staff position would bring that forward.
So, we will use that Staff conponent --
am| clear -- as a base docunment, as a base provision
and then we will work fromthat to decide where we are
COW SSI ONER W NSLOW  Madam Chair, just

clarification. | have no objection to that procedure,
and | amnot trying to pick on anybody, | hope that we
don't hear the sane argument a third time or a second
time. In other words, if there is a position, it should

be, one, perhaps, that has not been stated that we have
not heard on several occasions.

CHAIR McRAE: Well, a good bit of the
tal king may come from you Conmi ssioners, if you wll.
You and nme. | know the parties have, basically, told us
where they are. But | just need sonme indicator. Staff
may have been so persuasive that they are willing to drop
their argunments. So, if there is no issue on a page, we
can nove forward, and we'll just decide it as the
Comm ssi on.



M. Geddes.

MR. CEDDES: Two observations, Madam
Chair.

One, | did, inny initial conments,
suggest that, perhaps, that not all of the issues have
been captured on the issue sheet. Hopefully our
di scussion has captured all of themand there are not any
i ssues that the parties feel conpelled to bring to the
Comm ssion at this tine.

I would think, in response to
Conmi ssi oner Wnsl ow s observation, that the parties
should indicate if we're on a particular page if they
have an issue there that they want, notw thstanding the
fact they have commented on it, addressed it, but to
bring to the Conmission's attention that they want the
Conmi ssion to consider that.

There are sone subissues that | don't
think need the Commi ssion's specific decision, but there
nmaybe one or two that are not as clear. | want to nake
sure that no party feels that the Commi ssion didn't
address an issue that they thought was inportant.

CHAI R McRAE: Well, supposed we start
right out with the legislature prospective. And I'm
| ooking actually for the Conmm ssioners to offer comments

interms of where we are with respect to the prospective.

COW SSI ONER CLARK:  Madam Chair, mny
thoughts are, we haven't gone through the I RP process
yet. And what we do, | think, we want to nmaintain enough
flexibility when that cones down the pike in Decenber, we
are able to react to that to measure both processes
together, which is necessary. | guess that is a broader
prospective. That's where | think | will be comng from
alot of this stuff as | go through it.

CHAI R McRAE: Any other parties?
Conmm ssi oners?

COW SSI ONER W NSLOW  Madam Chair. |
think I amreluctantly won over by the big funnel theory.

I think that the points Del marva has
made about the bid block and credit and security issues
and firmdeliver, et cetera, are all excellent points.

But | have to confess, | have an
attraction for getting as nmuch conpetition into the field
as possible, or order as possible. Therefore, | wll be

a big funnel person.

MR. CHERRY: Let me chine in here. |
think I1'"'mof the primary versus the general election
theory nyself, which | would be in line with the funne
theory, as well. Bigger is better at this tine. Mre

inclusive is better at this point. A broader array of
vi ewpoi nts and submi ssions fromall of effected parties
is better at this point than narrowing it down.

Wth all due respect to the company's
perspectives, that would be ny phil osophy, as well

CHAIR MRAE: | would add that | do also



share that prospective. And | think that that will be
reflected as we nove through this docunent.

I would err on the side of inclusion
because | do believe that there are further opportunities
to refine sone of these issues. And, also, the issue of
them being in the context of the IRP. So, | would
definitely |l ean toward a broader | ook and efforts to
bal ance.

And |'m assuming that we're going to
need sone kind of voting process here, M. Ceddes, for
the record.

MR, CEDDES: Yes, Madam Chair. | would
suggest we have a vote.

COW SSI ONER W NSLOW | nove that the
Conmi ssion adopt the Staff's and | ndependent Consultant's
position on this issue.

COWM SSI ONER CONAVWAY:  Second t he
not i on.

CHAIR McRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COW SSI ONER W NSLOW  Yea.

COW SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: (pposed? Very fine

Let me just clarify, also, for purposes
of going forward, am | including the Ofice of Energy in
the voting process at this point, so that we can note it
for the record. | know you have shared your coment on
this. | don't know that that follows across the board.
Are you voting in this?

MR CHERRY: You are asking ne?

CHAIR MCRAE: Yes, | am

MR, CHERRY: Procedurally, you are

aski ng me.

CHAIR McRAE: Yes, | am

MR CHERRY: | view nyself as a vote,
like the five others. One could argue whether that was
the intent of the legislation. | intend to cast one vote
i ke everybody el se.

CHAIR McRAE: Very fine. | wanted

everyone to be clear as to how you are fitting in.

We are noving on to Issue 2. This is
company/ customer risk. W are starting with the Staff
position here.

COW SSI ONER CLARK:  Any firmi ssues,
Madam Chair. |'mwondering, as far as this is concerned,
are there any actual firmissues here, or is it a genera
approach or phil osophy as we go forward?

CHAIR MRAE: As | see it, | see it as a

general approach again. | will look to the key parties
which are Staff and Delmarva, if they feel they have to
have a critical up down versus conceptual, then I'll [ook

to themto definitely raise it.
COW SSI ONER W NSLOW  Madam Chai r, |



have to vote consistent with the first issue, given the
fact that | bought onto the phil osophy of the funnel
system -- the funnel theory.
CHAIR McRAE: So, you are moving to
adopt Staff's position.
COW SSI ONER W NSLOW  Yes, | am
CHAIR McRAE: |Is there a second on that?
COW SSI ONER CONAWAY: | will second
t hat .
CHAIR McRAE: All in favor.
Yea.

COW SSI ONER LESTER:  Yea.

COWM SSI ONER W NSLOW  Yea.

COWM SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: (pposed? Very fine.

Item3 is the RFP and | RP rel ati onshi p.
You' re struggling.

COW SSI ONER CLARK: | asked this
question, | guess, rhetorical before. | amasking it
agai n.

Are we going to nake sonme substantive
deci sions here today with regard to how we are going to
deal with the IRP when it comes in from Del marva, or are
we not?

CHAIR McRAE: | don't know that we're
bei ng call ed upon, and Del marva and Staff can clarify
that for ne. | don't know that we are being called upon

to address the content of the IRP today. Because the bid
eval uati on process and all of that is going to come into
play. But if that is the case, please nake that clear.
MR, CEDDES: Point of clarification.
No. The statute is pretty clear how they are supposed to
i ntegrate.
The only open issue was how we would try

to get the results of RFP into the IRP. And | think the
parties agree on that. So, | don't think there is an
i ssue that the Conmi ssion needs to resolve on this.

MR. WLSON: That's correct.

CHAI R McRAE: Very fine.

MR FI RESTONE: Madam Chai rwoman, |
woul d request a vote on the issue of whether price is a
legitimate criterion or not, and that specifically deals
with the relationship of the RFP to the I RP.

CHAIR McRAE: And certainly, | have no
problemwith that. Wy don't we do the RFP and IRP. And
then followi ng that, address the question as to whether
price is alegitimate criterion. It is certainly
mentioned in the consultant's report and di scussed
ext ensi vel y.

So, | had a motion from Commi ssi oner
W nsl ow on accepting the Staff's |anguage on the RFP and
| RP rel ati onshi p.

Did | get a second on that?

COW SSI ONER W NSLOW  For the record, |



do so nove.

COW SSI ONER LESTER:  Second.

CHAIR McRAE: | thought you did. |
guess | forget Conmi ssioner Cark was | ooking so

uncertain about this process, | just kind of stopped
col d.
CHAIR McRAE: | got a nove and second.
Al in favor.
Yea.

COW SSI ONER LESTER:  Yea.

COWM SSI ONER W NSLOW  Yea.

COW SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: (pposed? Very fine.

And we were specifically asked about the
question of price. | will definitely on nmy behalf, | had
not put this in notion form but | definitively do
believe inplicit in the |language of the |egislation and
the circunstances surrounding the |egislation that price
is, indeed, a factor that should be considered in the
process.

And | certainly would nmove that forward
for action.

COWM SSI ONER W NSLOW  Second.

CHAIR MRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COW SSI ONER W NSLOW  Yea.

COWM SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: Opposed? Very fine.

Now we're onto the contract project size

| ocation. There are issues within this. | nean, we
start fromStaff's position. |If soneone wants a
specific --

MR WLSON: Delnmarva would li ke to have
the question of whether firmenergy or unit contingent
pur poses are being voted on.

CHAI R McRAE: Commi ssi oners.

COW SSI ONER CLARK: Do you want the max
size the mininumsize, as well?

MR WLSON. Absolutely.

COW SSI ONER W NSLOW  Madam Chai r, |
believe that sone of the possible bidders, if a |larger
facility nmaybe nore econonmically feasible for them and
it would be beneficial to at |east ook at those bids and
not just set up preconditions that preclude or highly
di scourage bids that m ght be viable and m ght have
favorabl e characteristics and may be econonically viabl e,
as wel | .

So, actually, | amnot necessarily in
favor of the maxi mum size, suggested by the Staff, but I

guess | would say that the bal ance between the two, | am
in favor of the Staff's position.
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CHAI R McRAE: Ckay.

COW SSI ONER CLARK:  Wth regard to the
maxi mum si ze --

CHAIR McRAE: : This is a notion, and
before we talk about it, | need a second here

COW SSI ONER CLARK:  Unit contingent and
400 negawatts.

CHAIR MRAE: No. | thought that was
only with respect to the maximum-- the Staff's position
You spoke on maxi num and then you said Staff's position
We were asked to speak to two things. | assuned you were
speaki ng only to maxi mum si ze.

COW SSI ONER WINSLOW | did speak to
that. But | would also -- well, let's leave it at that
for right now.

CHAIR McRAE: Take it separately.

COWM SSI ONER CLARK:  Second.

CHAIR McRAE: Al in favor of going with
the Staff's position which is a maxi mum size of 400
nmegawatts indicate by saying yea

Yea.

COW SSI ONER LESTER:  Yea.

COW SSI ONER W NSLOW  Yea.

COWM SSI ONER CONAVAY:  Yea.

COWM SSI ONER CLARK: Yea.

CHAI R McRAE: (Opposed? Very fine.

COW SSI ONER CLARK:  Madam Chair, just
for the record, too, | would like to lay, it's a concern
At least as | was weighing this, when you are tal king
about having a maxi num contract size of 400 negawatts,
there are risk when your long-termhedging |like that for
price, and there's a danger if we go with that, if we
lock in too high price for SOS folks. That is sonething
that is going to have to be | ooked at, and | amgoing to
| ook at later on as part of ny piece of the puzzle when
reviewing this and when we are review ng the bidding
results.

But going back to the fact that the IRP
is a bigger picture, it would be nicer to have nore
pieces to try to fit into that puzzle at this stage. So
| guess, along with Comm ssioner Wnslow, a big funnel

COW SSI ONER W NSLOW  Madam Chai r, and
| mght add, | believe that this Conmi ssioner, anyway,
will be looking at a lot nore carefully at the issues
that inpact upon the individual consuner when this cones
back through the process and cones to us.

In other words, right now, | think we
have to be flexible in order to nake sure that we have
adequat e nunber of people bidding in this area. But when
it does come back to us, we do want to have a lot nore
assurance that there's going to sone price stability, in
fact, is going to be gained if we are going to get sone
favorabl e benefits fromthis new generation

CHAIR McRAE: Also, | nust say, | w sh
had accepted your original formof notion where you just



accepted Staff's position because by deciding nmax, we now
have to address minimum that there be no mnimmwth
Staff's position.

COWMM SSI ONER CLARK: | nove that there
be no m ni num contract.

CHAIR MRAE: Size. Contract size?

COWM SSI ONER CLARK:  Yes.

CHAIR McRAE: |Is there a second?

COWM SSI ONER CONAVAY: I will second
t hat notion.

CHAIR MRAE: All in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COVWM SSI ONER W NSLOW  Yea.

COW SSI ONER CONAVAY:  Yea.

COWM SSI ONER CLARK: Yea.

CHAI R McRAE: (Opposed?  Ckay.

Then we were asked about firm versus
unit contingent as far as the contract requirenents.

COWM SSI ONER W NSLOW  Once agai n, |
fall on the side of some flexibility. | don't believe
that requiring firmversus unit right now is sonething.
I think we should | ook at both and then nake a deci sion
as to what's in the best interest of the consuners of
this state and the businesses of this state.

CHAI R McRAE:  Ckay.

COW SSI ONER W NSLOW | woul d nove t hat
the Staff's position be approved by the Comm ssion.

COW SSI ONER CLARK:  Second.

CHAIR McRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COW SSI ONER W NSLOW  Yea.

COWM SSI ONER CONAVAY:  Yea.

COWM SSI ONER CLARK: Yea.

CHAI R McRAE: (pposed? Very fine.

Now, delivery point. |Is this sonething
that requires the Comm ssion action at this juncture,
delivery point. This issue strikes nme as sonething we

can skip right past.

How about the standard form purchase
power agreenent ?

MR GEDDES: Not on behal f of Staff.

CHAI R McRAE: Next we have, is it the
regul atory out clause.

COW SSI ONER W NSLOW | think the
record should reflect, Madam Chair, that those issues we
are going over in that so fashion, we do so know ngly and
intelligently with the mind that there's agreenent to
Staff's position.

CHAIR MRAE: Is that in the formof a
noti on?

COW SSI ONER CLARK:  Point of order. |
think it is nore appropriate, the parties are here and
avail abl e to speak up if they want any issue addressed,



by default so we done | eave anything out. | think that
is how we should approach it.

CHAI R McRAE: You nean, not act on it.
Assumes Staff's position. And then, at the end, we say,
anything that we haven't addressed is that kind of thing.

COW SSI ONER CLARK:  That's right. For
the record, as we are going through the sheet
sequentially, any party is able to speak up and request

that there be a decision articulated on the record.

CHAIR McRAE: (Okay. So, we are on to
bi dder threshold requirenents.

MR. WLSON: Your Honor, would you go
back to Issue 8, and | would request a vote on whether or
not a regulatory out clause provision be permtted in the
contract.

CHAIR McRAE: As | read this provision,
and maybe it will be cleared up for nme, ny understanding
is, it's not a yes or no at this juncture. But it is
bei ng | ooked at later in the process.

MR WLSON. Your Honor, as part of the
RFP process, we are being called upon to put together a
standard power purchase agreenment. And in witing that
agreenment, we have to know what provisions we can and
cannot i ncl ude.

CHAIR McRAE: That's not what |'m
getting from.

VMR GEDDES: Madam Chair, Menbers of the
Comm ssi on.

The Staff is opposed to regul atory out
provision for the reasons that were stated in the
materials and, | believe, articulated by other parties.

The problemwith this is having the

purchaser be able to get out of the contract at sone tine
in the future. The future not being specifically

descri bed, we believe has negative consequences on the
financeability of the contract, as well as the people
that would be interested in bidding on the contract. W
think it is an inpedinent to attracting people to the
market. And Staff is pretty persuaded that its position
on this is consistent with the Conmi ssion's genera
policy. And that this should not be included in any
docunent .

Clearly as a regulated entity, the
company can cone back at any time and ask the Conmi ssion
for relief, for whatever circunstances. The legislation
as we discussed earlier provides one nechanic. There may
be others. And to put this up front in a contract I|ike
this, we think, in a bidding process, we think is going

to have a negative or chilling effect on bidding, as
well, as financeability. So we're opposed to it.
CHAIR McRAE: | do think, though, just

to say we adopt Staff's report will be a little confusing
because it does provide that up to the point where the
four agenci es have signed on the dotted Iine for a PPA
there can be a regulatory out, as | am understandi ng the



| anguage as you summarized it in this docunent.

MR. CEDDES: That's correct. | believe
M. WIson was dealing with the Iong-termcontract. And
I think that is the conpany's position, that they want
the ability to have a regulatory out at any tinme in the
contract.

MR WLSON: Your Honor, we are | ooking
at it both ways.

If it works for the agencies up to a
poi nt, why not protect the custoners. The only tine such
a provision would be used would be if there is a problem
with getting recovery on a dollar-for-dollar basis.

Del marva does not want to be in a
position where we are obligated to nmake paynments under a
commercial contract. And the Comm ssion is not obligated
to take up the docket to nmove a request for an
application forward. This creates that bal ance.

In a normal setting, there is give and
take. Here, these things are being inposed. |f the
Conmi ssion is inposing these conditions on the conpany,
then there has to be a responsibility that is accepted by
the Commi ssion to act in an expedited manner on any
application that cones forward. This creates that
bal ance.

O herwi se, the custoner is going to have

to bear the cost at all times. And there may be an
interimperiod where the conpany, the marketer is | ooking
to Del marva to nmake them whol e, when Del marva has | ooked
to the Comm ssion and the Conmm ssion has not acted, or
the Conmi ssion has decided to defer how the paynent is
structured. Well, the energy narketers are not subject
to that.

So, in the interest of balance we are
| ooking for this provision to be included.

CHAIR McRAE: | guess | must not be
cl ear here.

As | am understanding this |anguage, it
is saying, after the power purchase agreenent is
approved. After it is approved, we are not getting into
regul atory out. Prior to the signing, to nme, it's --

MR WLSON. Your Honor, prior to the
signing there is no contract, so it has no bearing. It
only matters after Delmarva signs a contract.

CHAI R McRAE: Do you see what | anguage

MR, WLSON: | understand.

CHAIR MRAE: Staff's | anguage

MR WLSON. Staff's language. It has
no conmerci al nmeaning, unless there is a contract that

obligates Delmarva to a marketer, there is no exercise of
any provision.

CHAI R McRAE: So, we want sone
nmodi fications of Staff's |anguage. And so, the question
is, can there be a regulatory out after approval of the



agreenent. And that, in ny view, certainly will have
inplications for bidders, if that's perm ssible.

But it does appear to nme, to the extent
this is inmposed by the Comm ssion, that the Comm ssion,
too, is on the hook, if you will, and the other agencies
that sign on in terns of the responsibility conponent for
this agreenent.

Now, that's ny interpretation of saying,
no regul atory out, neans that we have to be responsible
for the docunment, along with Del marva.

COWM SSI ONER W NSLOW  Madam Chai r, |

support this proposal of Staff, | guess, based partly
upon what you had to say, which is, there are other
agencies that have a say in this. If we were to take
Del marva's position, | think we effectively elinminate
their input on this particular issue.

CHAIR McRAE: | think that is a correct
r eadi ng.

Is that a notion there?

COW SSI ONER W NSLOWN That's a noti on.

CHAIR McRAE: |Is there a second?

COW SSI ONER CONAVWAY:  Second.

CHAIR McRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COWM SSI ONER W NSLOW  Yea.

COVM SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: (pposed? Very fine.

Bi dder threshold requirenents.

MR WLSON: We would like a vote on the
question of whether investnent grade only parties may
participate, or if the Conmmission is going to sanction
noni nvest nent grade bi dders.

COW SSI ONER CLARK: | was persuaded by
the consultant's submission regardi ng the propensity of
noni nvestment grade firms to seek to build generation.
We woul d be cutting our avail able nmarket for bidders down
to bone if we did that.

So, for that reason, | don't agree.

COW SSI ONER W NSLOW  Madam Chair. |
woul d al so add that | believe that the security
consi derations are enhanced with respect to those

particular firms to give us sone assurance that we have
adequate protection in the event of problens. That,
also, nade ne feel a little bit nore at ease with respect
to this position.

CHAIR McRAE: Now, |'ve had your
comrent, if | could have it in the formof a notion.

COW SSI ONER CLARK:  Madam Chair, | nove
that the Conmi ssion accept Staff's recomendation
regardi ng the investnent grade only bidder threshold
requirenent.

COW SSI ONER W NSLOW  Second.

CHAIR McRAE: All in favor.



Yea.

COW SSI ONER W NSLOW  Yea.

COW SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: Opposed?

COW SSI ONER LESTER:  Opposed.

CHAI R McRAE: (Opposed, Conmi ssioner
Lester.

Now, the additional point you nade,
Comm ssi oner W nsl ow.

COW SSI ONER W NSLOW It might be
appl i cabl e sonepl ace el se, but | was not making that as a

not i on.

COW SSI ONER CLARK:  Was the filing fee
i ssue resol ved between the parties?

| agree with having a $10,000 filing
fee. But then, also, for smaller bidders conming in
having a scal e down. The probl emwas, that was not
really --

CHAI R McRAE: Fl eshed out.

COW SSI ONER CLARK: | am not
confortable with what that recomendati on was
regardi ng --

MR GEDDES: That was the
recomendation, was not to just of a flat fee, but to
scale it based on size. That is what in the Staff's
report.

The conpany did not raise that issue. |
don't know whether they have a problemwth Staff's
position on that now or not. And they want the
Conmi ssion's vote on it.

MR WLSON. W did not raise the issue.

MR TOLMAN:. Point of information, Madam
Chair. Were are we now? I'ma little |ost.

CHAIR McRAE: W are on Page 10 bi dder
threshol d requirements.

MR TOLMAN. Good. | would like to ask
the Conmi ssion for a vote on the proposal that it be a
threshol d requirement that any new el ectrical generation
using a fossil fuel enploy carbon capture and
sequestration as part of the bid.

| believe NRG Energy suggested the sane
t hi ng.

CHAIR McRAE: Let ne just hold you there
because we hadn't voted on the $10,000 filing fee. As a
matter of fact, it has not been put in the notion form
W were in the mddle of deciding another issue here.

MR GEDDES: Point of clarification,
Madam Chair, if | mght.

| believe M. WIlson has said, it is not
an issue that the conpany wants to continue to push.

CHAIR McRAE: Oh, the $10,000 filing
fee. 1'msorry.

MR WLSON: W filed our comrents. We
made our argunents throughout the day. You asked us if



there were particular things we wanted to have voted on
That was not one of the itens.

CHAIR McRAE: We will assume that
Staff's position holds where you have not raised an
i ssue.

Now, this is a new issue, at least for
pur poses of the Comm ssion

Wul d you restate that, M. Tol man

MR TOLMAN: Yes. Wat | would like the
Conmi ssion to vote on is the proposal that it will be a
threshol d requirement that any new el ectrical generation
using a fossil fuel enploy carbon capture and
sequestration as part of it's bid.

COW SSI ONER W NSLOW  Madam Chai r, |
think 1've addressed this before.

I personally feel that that is probably
the best and nost prudent thing to request, especially
for people who want to remain healthy in the future.

I am concerned because the |l egislation
| don't believe, nandates that we do that. So, how can
we nmandate that here today?

| believe that your rationale and the
reasons for your reconmendations are very, very good.
They are excellent. But |I'mduty bound to foll ow what |
perceive to be the law. | don't think the | aw precl udes
ot her conpetition.

So | amnot going to nmake the notion,
al though | respect very nuch the reasons behind the
request.

CHAI R McRAE: Conmi ssioners C ark.

COW SSI ONER CLARK:  What the request is
that this be a threshold requirenent that woul d preclude
the bid frombeing considered at all, for the sane type
of rationale that I think we applied in other situations.
| don't think we should nake it a threshold requirenent.
It is something that should be considered under the
nonrate factors later on

COW SSI ONER LESTER: | have a question

M. Cherry, does DNREC require
recapturing?

MR CHERRY: No, sir.

COW SSI ONER LESTER:  Are there no | aws
on the books.

MR. CHERRY: It doesn't require carbon
sequestrati on as a conmponent of conpliance. | think the
short answer to your question is, no.

| would, for the record, M. Tol man,
woul d have to reluctantly, | guess, agree with portions
of what Conmi ssioner Wnslow has to say on this issue.

I wish that the I egislation had gone so
far as to say what your proposing we vote on here today
that there be carbon sequestration and capture, but it
doesn't. It is silent on carbon, in total, | believe.

And | don't see that we can hold that standard to all of



the bidders. For one thing, it wouldn't work in the w nd
i nst ance.

MR TOLMAN: | said if they were using
fossil fuels it involves that. That clearly does not
apply to wind power.

MR, CHERRY: As much as | hate to say

this, | don't think we can hold our bidders to that
requirenent. | would be voting against that, if it were
to cone to a notion.

CHAIR MRAE: | don't knowthat it is

going to cone to a notion because one has not cone
forward. And | would have to say in the spirit of ny
earlier comment, that ny objective, as one Comi ssioner
is to see a process, a broad base process that can be
refined through the review process. So, to the extent
there are measures that limt it, | nean, |'mnot as
inclined. |In this case, | have not heard a notion that
i s supportive of proactive elimnation with respect to
the fossil fuel

MR TOLMAN:  Madam Chairnman, with al
due respect, | amafraid you don't understand the
consequences of not keeping carbon di oxi de out of the
at nosphere.

CHAIR McRAE: Well, let nme do say, |
think I amin good conpany with a nunber of people who
have sone | evel of involvenent in that issue. | have

participated very actively with RGA and do col |l aborate
with DNREC fromtine to tine.

I would certainly be willing to concede
your depth of know edge maybe greater than mine. But I
am focused right here on the objectives that we were
assigned by the legislature. And it really does not
speak to the point that you put forward.

MR, CHERRY: The consequences, if
carried to the extreme, are extrenme. But | don't know
that a 400 negawatt power plant in Delaware as a result
of this process, that has yet to go through the IRP
anal ysis and eventual building, is going to change that
one way or the other. W need to start somnepl ace.

But in the absence of any clear
direction in the legislation to that effect, | don't know
that this is the place to start that.

MR TOLMAN. You are quite right. This
is really a global issue that a | ot of people have to
becone invol ved in.

MR, WLSON. Your Honor, on No. 9, the
conpany woul d seek a vote on the question of variable

interest entities and prefer not to have them i ncl uded.

CHAI R McRAE: Excuse nme. Before we go
onto the next bid item | believe M. Miller had his hand
up with respect to a point.

M. Miller
MR. MIULLER: Wth regard to M. Tol man's
request, | just like to point out that the Commi ssion

held a well attended public workshop and sought i nput



fromthe public. And a |arge nunber of the comments from
the public were directed to precisely the point that

M. Tolman is asking you to make a decision on
Subsequently, a |large nunber of comrents were received,
not only by Kenpton and Firestone, but by us, and

M. Tol man and ot her organi zations asking the Conmi ssion
to be cognizant of just this issue.

And now, if the reality is that no
menber of the Commission is even willing to make a notion
relating to that, it may rai se sone questions in sone
peopl es minds, nne, to be specific, as to how serious
the Conmission is about |istening to the public on these
i ssues. And how serious the Conmission and DNREC are
about pushing the envel ope beyond the traditional bound
of the utility regulation, which have ignored
envi ronment al i ssues.

So, | think that you will be nmaking a
m stake if you sinply decline to act on this and blow it
of f. Thank you.

CHAIR McRAE: Let ne just offer this
commrent that very often the Conmi ssion hears arguments
that certainly have nmerit, but yet, we are driven by
what ever |egislative directives we are called upon to
respond to.

| do have your comments. As you are
aware, | was on the phone call where you did your all day
session. So, | amnot unmindful of the issues. | think
they are well represented in this docunent, but that does
not nmean that | now nust negate whatever nmandates have
put been put forward. And | think we have been very
clear, as a Conmission, just earlier today in discussing
the fact that we wanted to have as broad a focus as
possible and refine it through the eval uation process.
And | also indicated previously that the eval uation
process does have considerations of environmental issues,
nore than the 14 points, because it does appear in other
ar eas.

So, while | think it's inaccurate to say
it has been ignored, | don't intend to continuously
address that issue in terns of where the Conmi ssion is.

I think we have all spoken on it extensively today. And
I, frankly, can't think of anything nore | can add at
this juncture.

MR. CHERRY: To your point, M. Miller

also, I, too, was at the workshop. Trenmendous anount of
di scussi on on carbon, CX2, greenhouse gasses, climate
change. It was a great dial ogue

We have before us, though, a
consultant's report that does talk to carbon. It does

talk to greenhouse gasses. W can debate whet her or not
it goes far enough. But by not nmaking a notion on
M. Tol man's suggestion doesn't mean we are not sensitive
to the carbon issue.

CHAIR McRAE: Now, M. WIlson, | believe
you were about to raise another natter.



MR WLSON. Yes. The conpany prefers
not to have to carry on its books variable interest
entities. So, we want that to be threshold issue, and we
woul d ask the Comm ssion to vote on the record.

CHAI R McRAE: M. Geddes.

MR GEDDES: Madam Chair, Menbers of the
Conmi ssi on.

G ven the Commission's prior action with
regard to the Staff's report, which has been accepted,

don't really understand M. W/Ilson's notion

In essence, Staff is not taking a
position on whether it should or should not be.

We understand Del marva's concern, and if
Del marva feels that a conpany nmay put it in that
position, we are seeking additional information so it can
be clarified.

W understand the concern. W are not
necessarily interested in having Del marva be subject to
that accounting rule. But our positionis alittle nore
a fluid than what M. WIson would suggest that it be a
threshold issue. W are not saying it should be a
threshold i ssue. W are, in essence, saying if the
conmpany has a problemwi th the bid because of this issue,
nake sure that they provide us enough information.

And, | think, we could work this out in
the order that will be considered by the Comm ssion on
the 31st. That woul d be ny hope on this |anguage.

MR. WLSON:. Your Honor, for Del marva,
it is athreshold issue. It sinply boils down to an
accounting issue that we are not going to have a | ot of
flexibility on. We will be told at a later date by our
audi tors how these contract can be classified. It is an
up or down matter.

CHAIR McRAE: | believe it was in your
docunent -- yours or the consultants, | can't recall,
where that issue was | ooked at by a number of states.

And they were kind of in various places around the
treatnent of it.

And mmy sense fromwhat | read, it is not
a clear-cut yes or no that it is applicable, and that was
supposed to be followed on with sonme docunentation

Am | mssing --

MR WLSON. It is not a clear-cut yes
or no by the states. But froman auditor prospective, it
is aclear-cut yes or no. |If your auditors tell you, you
nmust classify this contract X, Y, Z way, there is not a
| ot of room especially under Sarbanes-Oxl ey.

CHAIR McRAE: | guess ny question is
have you been told that and where is the docunentation
Because what is being raised here is the issue is not
necessarily in dispute froma Staff standpoint, as nuch
as it is docunenting that it is an issue and to what
extent.

And as | recall, even anong states where
they recognized it, some nostly treated it in rate cases



versus in this in RFP process, per se. It seens to ne
there are loss end issues there that need to be nailed

down. And | don't see this decision negating a follow
onto that.

MR WLSON: Your Honor, we viewit, as
| said, a threshold issue. It is not a question of
provi ding additional information. It is a question of,
it's an unaccept abl e consequence.

So, if we are going to have an RFP that
reflects accurately what the conpany, or what the
Conmi ssion is asking us to do, we want to give the proper
signal. And the proper signal would be, if FASBY rules
say you have to be classified as a VIE, that is a
di squal i fying factor fromour standpoint.

We are trying to put that nessage out
there because Del marva has a net worth of $650 million
dollars. You are asking to us enter into contracts that
may far exceed that value, and we sinple can't carry
soneone us el se on our books and records because a renote
subsidiary --

CHAI R McRAE: Yes. M understanding,
and maybe | amstill missing something, you can't carry
them but you need an offset, if it is determined that
FASBY applies, you need an offset on the equity side.

MR WLSON: That woul d be one approach
if we were to try to carry them W would not want to

bring themonto our financial statenent.

CHAIR McRAE: |'mgoing to have to ask
Staff to help me out. | nust have misread this. At that
time | did not appreciate that it was a threshold issue.
And, apparently, it has risen to this level. Please give

nme sone insight on how | missed that term

MR CEDDES: It is an inportant issue.
And one coul d categorize it as a threshold issue.
Per haps, where we disagree is in the inplenentation, or
the process that the unilateral decision by the company
to disqualify a bidder based on this, quote, criterion
W want to nmake sure that we understand the basis of
t hat .

And so, | think it is a drafting issue
and not a specific issue for the Conmi ssion

And | woul d suggest to M. WIlson, let's
try to work on the | anguage that the conpany is
confortable with. | don't think we necessarily disagree.
W want to nmake sure that there is a process in place and
that bidders are just not discarded or disqualified for
this condition. And that if he's not confortable with
the drafting that takes place in the next two weeks, we
can revisit this on COctober 31st.

CHAIR McRAE: |Is that satisfactory to

you, M. WIson?

MR WLSON: Your Honor, we are in
constant communi cation with the Staff trying to work
t hr ough these issues.
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But there are sonme issues that we just
don't have real flexibility on

CHAIR McRAE: So, is your point at this
juncture that if a bid triggers a VIE treatnment that it
imediately is -- it's automatically elininated.

MR WLSON. That would be our position

COWM SSI ONER W NSLOW  Madam Chai r, |
don't know if | see where the difference is between the
parties. | seemto hear over here that they want
additional time to deternine what a VIE night ook |ike,
so to speak.

But you also agree, if it, in fact, it
quacks like a VIE, walks Iike a VIE, if it is a VIE, you
agree it should be a threshold issue and they should be
consi der ed.

So, is there a general accounting
principal that is you can point to and work around in
ternms of |anguage? |s that what you are referring to.

MR CGEDDES: There is an accounting
standard. And with all due respect to the accountants in

the house, it is alittle difficult to understand.

And what we want to make sure is that we
draft an order that says, if there is an initial
determ nation that sonebody is of this category, that
that that is not the end of the process. But that there
is an opportunity to make sure that there is not sone
other way to qualify the bidder and not just reject them
on that point.

And so, | think it is a matter of detai
versus substance. W agree that it's a problem if, in
fact, this potential bidder is engrafted on the conpany's
bal ance sheet without some consideration offset.

But we are not prepared today, and our
position, which the Comm ssion has -- we discussed with
the Conmission -- is that the issue needs to be | ooked
into to make sure that there is not sonme other way to
qual i fy the bidder.

And that is what we are arguing about or
di scussing is the process.

The conpany wants to have that as the
initial threshold vote up or down. And with a regulation
that is unclear, at best, | think it should reflect nore
opportunity to make sure that that initial valuation is
correct, given the fact that the thin 46 is not clear on

its face as to what qualifies and what does not.

CHAIR McRAE: Well, there is another
gquestion for me around tim ng.

When you say | ooked into, are we talking
about when we receive a bid that triggers this potential
thin 46 issue or VIE at that juncture. | nean, it could
be that it becones a noni ssue because there is no bid
that falls in that category. Although that's unlikely.

When exactly are we tal king about
ironing out the issue?

MR CGEDDES: As quickly as we can. |



can't give you a precise -- this will take five days or
ten days. But we want to try to develop a process,
whereby, there is some further analysis of this
qualification. And | don't think ultimtely we disagree
where the end result maybe. It's a question of how we
get there.

COW SSI ONER CLARK:  Just so |
understand Staff's position

Essentially, you agree that any entity
bi ddi ng or entering of PPA that would trigger VIE
treatnment that the conpany in the end woul dn't be
required to sign that contract. You just don't want it
to be a threshold requirement as far as the RFP is

concer ned.

MR, CEDDES: The only caveat, and
woul d agree with 90 percent of that statement is, unless
it could be treated in sonme other way.

COW SSI ONER CLARK: I n the end, at the
end of the day, if it's going to trigger VIE treatnent
for the conmpany, you agree that would not be appropriate
for themto sign a PPA

MR. CEDDES: And there is no other way
to nmtigate it. And there is a financial consequence to
the conpany as a result of that, that cannot be
mtigated. Yes.

COW SSI ONER CLARK:  What type of
i ncreased uncertainty would that cause as far as bidders
are concerned? You are saying you are not confortable
now setting it as a criteria?

MR. CEDDES: Correct. Still with the
funnel. Yes, there may be sone qualifications that need
to be further clarified in order to get the bidder down
the end of the funnel. But in the beginning, it is
Staff's position it should not be a threshold
disqualification. It should be flagged, and it needs to
go over here for further analysis before it can come back
into the main pile of bidders. But it should not

automatically be rejected.
CHAI R McRAE: May | suggest we defer the

decision here. |I'mnot saying it won't be nade, but
versus today. Only to the extent that | heard Del narva
loud and clear. | think Staff needs an opportunity to
| ook at that issue. It did not sound like there was a

ot of flexibility on the Del marva side. But | stil

thi nk we should explore what is out there, and then make
an informed decision on the issue. That is not to say it
will be put to bed. It's just that we need to,

obvi ously, be better inforned.

Are there other itens that we need to
decide with respect to threshold requirenments.

Al right. Mwving onto security. W
have Staff's position there. Are there items in security
that we need to address?

MR. WLSON: Your Honor, again, the
Del marva position would be that a parent guarantee is



unaccept abl e and that the reduced security and transfer
of risks to custoners is unacceptabl e.

And we woul d seek that the Conm ssion
vote on the adequacy of the security as proposed by
Staff.

CHAI R McRAE: Any thoughts or coments,

Conmmi ssi oner s.

MR. CEDDES: Point of clarification. |
believe M. Sheingold believes it is no | onger an issue.
I woul d ask hi mwhether he coul d address the Commi ssion

MR, SHEINGOLD: | thought the issue was
for devel opment period security, whether our position was
the sane as Delmarva's as whether it had to be provided
inthe formof letter of credit, $100 a kilowatt, or
whether if the entity was investnent grade it could be
provi ded by a parent guarant ee.

We clarified in the final report that it
woul d be a letter of credit for everybody. So, | don't
believe there is any issue there, at |east between us and
Del mar va.

MR WLSON: Is that to say that the
security provisions as proposed by Delmarva in its
original filing are being adopted here.

CHAIR McRAE: It was not just
devel opmental. There is also the operational

MR. SHEINGOLD: But the difference is,
as | understand it, for the operational period security
are -- we had proposed $200 a kilowatt cap and that for
noni nvest nent grade parties they would have to provide
the entire amount in the formof a letter of credit.

In addition to that, we proposed that
with regard to the subordinated lien, that a devel oper
woul d be able to have the senior occurred lien in the
maxi mum anmount of 70 percent of the assets. That was
actual |y strengthening that provision.

And so, | think that is the difference,
as | understand it.

MR. WLSON: Your Honor, we are not sure
what that means. W know what we proposed. That's what
we woul d stand by. And we woul d ask the Commission to
take a straight vote on whether or not you are adopting
the security and credit arrangenent as proffered by
Del marva or nodified agreenents as proffered by the IC s
report.

MR. CEDDES: Point of clarification. |
think if M. Wlson is not clear what Staff's position
is, then it is probably not fair to ask the Commission to
vote on it.

My suggestion would be, and | amsorry
we had two of these issues that have conme up here woul d
be, let Staff draft and let M. WIson suggest whether
that is consistent with his understandi ng of our position
and propose alternative | anguage and bring that to the
Commi ssion. | think it would be nore hel pful than to try
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to discuss in generalities things that counsel doesn't

understand. |It's not because, obviously, we have not
made ourselves clear. It is a conplicated issue. But, |
think, if we see it on paper, it would be easier for
M. WIlson to say, | either agree with this, or | propose

alternative | anguage that | would |like the Comm ssion to
consi der.

CHAIR McRAE: Is this something that
woul d be deci ded on the 31st?

MR CGEDDES: That's correct.

CHAIR McRAE: | think we do have to
provi de gui dance

And | have to say | heard you say, you
think you're in agreenent. But as you di scuss your
points, there clearly is an issue as to whether you are
or not. So, | guess, it would also be helpful to the
Conmi ssion to be very clear as to what the differences
are that block the parties at this point.

MR. WLSON. Your Honor, in our
comments, Delmarva was quite clear in that the ICs
report | essens the credit protections that were place for
custonmers and puts the customers at risk. That is
somet hing that we are opposed to.

If they were adopting what was proposed

by Del marva, there would be no need for discussion or for
the red line report. So, clearly, there's a nmjor

di fference between the two proposals. And it is a very
straightforward issue. Are you willing to accept what
Del marva has proffered, or are you willing to accept

what - -

CHAIR McRAE: Well, it is not as
straightforward as you suggest if you take into
consi deration the overarching prospective that the
Comm ssioners related at the outset, which is that we
have nade an effort to expand the process and open the
bi ddi ng wi ndow as much as possible so that we do get
candi dates in the door.

And to the extent there are barriers,
instant, barriers, we are |ooking for ways to satisfy the
parties and get around them so we have an opportunity to
consider all possibilities.

At the end of the day, it nmaybe that
that can't be. It naybe that there is absolutely nothing
that can address sonme of these issues that we have cone
forward with. But the on objective is to give an
opportunity to see if there is an alternative that the
parties can agree on. And at the sane tine, allowus to
have the flexibility of having as broad as bid pool as

possi bl e, understandi ng that your concern does not
di sappear.

MR WLSON. | guess our standpoint is
we are at the end of the day, and that this issue is
right for consideration. And we are just trying to get
clarity because we have got to go back and draft an RFP
and contracts.



Conming here on the 31st will not give us
adequate tine to consider that. So, we got to have a
mechanism W got to know what it is this Comm ssion
expects of the conpany. W just need sone clarity. This
is such a critical issue. W don't viewit as a barrier
W view it as custoner protection

COW SSI ONER CLARK: | agree with the
Chairman here. This is a very inportant issue. It is a
very inportant issue to you, the company and custoners.
But | want to get it right. | asked the question about

two hours ago, three hours ago, for an articul ation of
what the difference was and the positions, and I amstil
not clear on it.

I"mgoing to err on the side today of
goi ng ahead and asking that it be fleshed out vigorously
bet ween the parties and have the positions laid out so
can understand it and vote on it on the 31st. That's how

| feel.

CHAIR McRAE: Do any ot her Conmi ssi oners
have coment in this regard? And then, | will
acknow edge M. Long afterwards.

COW SSI ONER LESTER | would also like
to agree with Conmi ssioner Clark. | think we ought to
cone back on the 31st with sone sort of idea of what we
are doing on this. | just sat here and read through the
security agreenent proposal fromDelmarva. It talks

about two different things here. $50 on contract
capacity, 15 days later, $100 kilowatt. But then it goes
onto other things, also.

So |l think we really need clarification
on this issue.

COW SSI ONER CLARK:  And from Staff, as

well. I'malittle clearer on what Del marva wants than |
am on what Staff is suggesting. | just want to nake
sure.

MR. CEDDES: On behalf of Staff, we will
commit to get that |anguage to M. WIlson and his client
by Monday so he can |ook at it and know how he has to
draft his RFP, whether consistent with the | anguage we
are proposing or his alternative | anguage, and he will
have to propose alternative | anguage to the Commi ssion

and the Commission will vote.

CHAIR McRAE: Well, | certainly
appreciate that. | amcertainly sensitive to the needs
of Delmarva in this regard

M. Long.

MR LONG Madam Chair. |f possible, |
woul d like to be included or have NRGincluded in this
di scussion. The $200 per kilowatt as suggested by Staff
woul d add up to a letter of credit adding up to $171
mllion on our proposed facility.

CHAI R McRAE: Excuse me. $171 nmillion,
did you say?

MR LONG Yes. That is correct. It's
a nunber that we have not seen anything close to anywhere



el se where we have been pursuing simlar projects. This
is one of these due or die issues for us. Letter of
credit for $171 mllion dollars would probably preclude
us from bidding on this contract.

CHAI R McRAE:  Yes.

MR MANDELSTAM  Madam Chair. Bl uewater
would like to be involved in this discussion. |It,
obvi ously, has great inpact on us, as well.

CHAI R McRAE: Let ne suggest this.

Per haps, before you | eave, you m ght

want to agree to set up a neeting date or a conference
call. Apparently, there are a nunber of parties that are
going to be affected by whatever cones out of this
discussion. It is going to run counter to the pool that
we were seeking to enbrace. So, | would suggest that you
not hesitate in setting sonething up. | will put that in
the hands of Staff Counsel

It makes a difference when you hear
those nunbers, | have to say. |In the abstract, it's one
thing. And it would be hel pful if, when you resolve this
di scussion, that you could quantify for the Comm ssion
what sort of things we are tal king about in dollars.

COW SSI ONER CLARK:  And al so, what we
tal ked about in dollars to obtain the credit letter of
credit also. W are tal king about what the guarantee
anount is. But | know there are an awful |ot of
vari abl es. Just sone thoughts.

COW SSI ONER W NSLOW  Madam Chai r.

When | thought about Del marva's
position, it sounded perfectly reasonable to nme that we
don't want the consuners to share, or to go from having
100 percent coverage, so to speak, to having | ess than
100 percent coverage.

On the other hand, | am supporting

conpetition and a little bit bigger marketplace. And
want people to be able to bid. So, although 100 percent
m ght be the optimum | amnot sure, naybe we can get by
and everybody is going to be as safe with 80 percent. |
don't know the answer to that question. So, that is why
| woul d wel cone not just two versions, if that what it
ends to be, but if there is a third version, ny ears and
m nd are open.

CHAIR McRAE: | would want to say that
["mnot at all unm ndful of the sensitivity of these
i ssues fromthe standpoint of Delnarva as the SCS
provider. And so, the fact that this decision is being
put in abeyance speaks to the fact of the seriousness of

the kind of consideration that it requires. | don't want
to go short trip either way.

But, indeed, | fully read your docunents
and | understand very nuch. | amsure this is true of

all of the Conmm ssioners that this does represent some
very serious risk issues fromDelmarva's standpoint. |
ammininzing that at all.

Moving on. | think the termsheet is



next. |Is there a decision here? |If not, | will turn the
page qui ckly.
MR W LSON: Your Honor, are we to

understand that you' ve, basically, adopted all of Staff's
position and all we can do is oppose?

CHAIR McRAE: No. What | said was,
when, as we went to these issues, unless there was sone
request that we |look at an alternative -- and | said at
the outset we will work fromthe report that reflected
Staff's position, as | think is additionally done when
you have a hearing exam ner participating. And if you
are argui ng agai nst that and you want a specific vote
fromthe Conmi ssion on any of these issues, as you just
asked, in fact, then certainly, this is the tine.

If you say you want not just to accept
Staff's position, you have sonme reason that you feel we
ought to address Del marva's issue and decide on it, then
yes, each of these.

MR WLSON. Then Del narva woul d request
a standi ng vote on each issue.

So, the question of the term sheet,
whi ch term sheet we use, | think our comments have set
out our position. And Staff's comments and the IC s
comments set out their position

CHAIR McRAE: If we talk about the term
sheet, as | understand it, your termsheet is conpletely
nonnegotiable. But are there certain essential terms --

MR WLSON: Your Honor, we viewit as
there are certain essential provisions, and we view this
as the negotiating period.

Normal Iy, in a contracting process,

Del marva woul d have the opportunity to directly
negotiate. What we don't want to do have to negotiate
today, have certain issues taken off the table, and then
face having to negotiate again with a marketer already
havi ng made substantial conproni ses al ong the way.
That's not negotiati on.

So, we think that this process that has
been set up, this is a negotiation. |If Delmarva has to
live with it, then the narketers should have to live with
it, at least with respect to the essential or the
threshold term There are sone terns that are going to
fluctuate based on who the bidder is because not every
principal will apply. But the major terns and conditions
shoul d apply.

We have gone through a very exhaustive
process. And we don't want to be put into a position of
having to renegoti ate when there are itens, as | said,
that have been taken off the table and all we can do is
stand to | ose nore.

CHAIR MRAE: |Is Staff's position

inconsistent with that? M understanding of what Staff
said is, Al right, to the extent there are nonnegoti abl e
itenms, they are spelled out up front, and there is room
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for negotiations on itens that are not as firm And
you're saying, everything is fair.

MR WLSON: The list of itens that are
considered firm very substanti al

CHAI R McRAE: Between your view and --

MR WLSON. Between the two positions.

MR. CEDDES: | nean, Option Ais, you
in essence, say, Here are the terns, take it or leave it.
These are terms. You can bid on themversus including in
your terms sone conditions that are negotiable. And we
think you will get a better response if you include both
and not just put out an RFP that says take it or |eave
it. Please mail in your bids.

And | don't see what the prejudice is to
the company by trying to include sone terns that a
bidder, in a nornmal give and take, could believe that
they had been successful with. | nean, it is alittle
bit of a three-cornered hat. | understand that. But we
are trying to nake it alittle less formalistic in
suggesting that we think a better way to proceed is to
include negotiable itens. | don't understand what the

risk is to the conpany to try and exceed the Staff's
request on this.

CHAI R McRAE: Commi ssi oner d ark.

COW SSI ONER CLARK: | nean, just to be
cl ear.

Does Del marva have notice of what it is
your position of what the negotiable terns should be?
They got to get the RFP together quickly.

MR. CEDDES: To the extent they don't,
clearly we will work with them But | think they have a
pretty good idea

COW SSI ONER CLARK: Is that accurate?

MR WLSON. Yes. Inthe ICs report it
is pretty clear. But that does not conport wth what we
pr oposed.

CHAIR MRAE: M concern here is, we are
| ooking at all different technologies. | see sone things
as hard and fast.

One of ny concerns, and even as | went
through the materials that were subnmitted, | am not
al together clear on the inpact of the decision as it
relates to when versus I GCC or this, or that or the
ot her.

So, while | agree in principle that you

don't want to negotiate on a one on one, | don't know
about the nuances of particular technol ogi es and how t hat
may inmpact a term

So, | personally am sonmewhat reluctant,
particularly w thout having thoroughly reviewed the terns
because | was not exactly clear that | would have to
decide today that all of this is final; nor do | have
hope that | would ever have to. | wish the parties could
wor k that out.

But given the circunstance, | ama



little reluctant to say that everything is absolutely
hard and firmand nothing is negotiable. Because, to ne,
that represents potential for yet another barrier
considering the diversity of possibilities that can grow
out of this RFP

So, that is just ny voice, understanding
your need to get on it with and wanting certainty and the
like. But there is a background that | have that says it
is very difficult to assune, particularly with things you
know not hi ng about. And | will be the first to adnit,
have little know edge of when, and probably not nuch nore
about | GCC.

MR. WLSON: Your Honor, the way we
structured the RFP is not to the pick wi nners between

technol ogi es, but to nake sure that the needs of the
custonmers are net, the needs of the SOS custoners, and
that we obtain a supply that is sufficient.

Those are the itenms that we put in
pl ace. So, they apply across the board. W are not
| ooking to choose a winner. W are |ooking to have a
process that results in certainty and serves the
custoners' needs.

CHAIR McRAE: And | understand you are
not | ooking to choose a w nner.

My point is, | don't want to exclude a
potential w nner because the terms, by their nature,
woul d remove them And |'msinple saying, | don't
frankly know all of the ternms that you have. | know that
| have seen markups here. But | didn't study them
in-depth. | mean, if the parties want to agree on a set
of terns that they think are innocuous, | don't have a

problemw th that.

But in the abstract for me to say that,
| have a little bit of problem

COWM SSI ONER W NSLOW  Madam Chai r,
consistent with what | had to say before, | don't want to
buy onto a procedure that is going to set barriers up, as
far as maybe two or three different conditions in the bid

process that are going to cause problens. And, perhaps,
an excellent idea, nmaybe an innovative idea, nmaybe
sonet hing with favorabl e characteristics gets kicked out
t he door.

So, I'mfor the Staff's position. |
nove that the Conmm ssion support Staff's position

COW SSI ONER CLARK:  Second.

CHAIR MRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COW SSI ONER W NSLOW  Yea.

COVWM SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: (Opposed? Very fine.

Wth regard to bid eval uations.

M. Kenpton.

MR KEMPTON: | would just like to



submit for consideration by the Comm ssion that there
could be two separate votes on issues here.

One is the relic electric within price,
with a relative weighting of expected price versus price
stability.

And | would like to point out, that the
Consumer Advocate has suggested that price stability

shoul d be the primary factor. The price should be
reduced nmaybe even to zero

That the witten comrents Bl uewater Wnd
has suggested that price is way too high in conparison to
price stability.

I think I heard NRG maki ng the case that
price stability shoul d be higher, but whether or not they
were making that case, if the terns are left as they are,
it would place an | GCC bi dder at serious di sadvant age
agai nst a pulverized coal bidder. | don't think anybody
want a pul verized coal plant running this bid.

Now, that is not to exclude a particul ar
technology de facto. But it has all kind of negative
characteristics.

' m suggesting that one separate vote is
just a weighting of those two factors within the overal
price.

And as a second one, | would submt for
consideration that a separate vote, which really has very
different issues, involve the relative weighting of
price, whichever the result of that first vote is against
envi ronnment al consi derations, which the two have very
different weighting now, and a nunber of conmentators
have addressed the wei ghting of these two, which one

m ght read the law, giving the environnental benefit as
the second nost inportant criterion, would not suggest 60
versus 14 points takes relative waiting of all price
factors various environmental factors.

But whatever the weighting might be, I'm
j ust suggesting those are two separate issues.

The first is nore of a financial one,
and the second is environnental versus other issues.

CHAI R McRAE: Conmi ssi oners.

COW SSI ONER W NSLOW  Madam Chai r, |
have no objection to addressing these two issues.

CHAIR MRAE: |'msorry. | am having
troubl e heari ng.

COW SSI ONER W NSLOW | have no
obj ection to addressing those issues.

I think the first issue we should
address shoul d be the super categories, as maybe the
easier of the issues as we work through.

I, frankly, would like to have some nore

di scussion on the environnental inpact. | think that is
an extrenely inportant factor. | obviously have read and
listened to the comrents nade earlier, which encouraged
me to the Staff's position. | think | amnot nmarried to

a position on that yet and would Iike to have sone



further comments, if the Chair would permit them on the
envi ronment al wei ghting, not the price versus stability
too much, but the environnmental weighting.

| amready to nmake sone conments on the
super categories when it is appropriate.

CHAIR MRAE: | think | heard
Comm ssi oner Wnslow say that he wanted to hear sone
conments with respect to the weighting of price versus
envi ronment al benefit.

MR GEDDES: Well, |'mnot sure of the
priority.

| thought he wanted to do super
categories first and then the other second. So,
t hought he was asking for comments on the first. Unless
you would like the need to go over this again.

CHAI R McRAE: WAs that what you sai d?

COW SSI ONER W NSLOW | just made the
observation, in my opinion, the decision on super
categories versus no super categories seens to be an
easier issue to tackle up front and get it out of the way
and then nove onto other issues.

I don't think the first discussion needs
as much -- | don't think the first issue would require
di scussi on.

MR. CGEDDES: | think both the conpany
and Staff addressed their views on that. | amnot sure
whet her the company is still opposed to that or not. |

thought the formwas, if they wanted to bring the issue
up they woul d.

CHAI R McRAE: | thought he was asking
for that, for the discussion.

COW SSI ONER CLARK:  As far as the super
categories are concerned, | nmean, | |ike the concept.
But are there subthreshold requirenents wthin super
categories that we are going to be evaluating -- the
responses. Should we be doing that now, as opposed to --

MR, CEDDES: | amgoing to defer that to
M. Sheingold, if you don't m nd.

COW SSI ONER CLARK:  It's a fuzzy
concept.

MR SHEINGOLD: It has a short answer.
It is no. There is no mninmum

The purpose is to group the different
categories in a way that could really be a guide to
judgrment. Nobody is perfect with any points. The bids
are very close. They are virtually identical. And this
woul d give a way you can |l ook at project viability,
favorabl e characteristics and projects, which are heavily

wei ghted for environmental characteristics and price.
So, it gives flexibility and sone
gui dance by which you can exercise judgnent. That was
the purpose of it.
MR. WLSON: The conpany still would
oppose to super categories. W think it adds a | evel of



conplexity to an already conpl ex eval uation process. And
given that the real tine constraints -- we were really
concerned about the ability to run all of these things
through nultiple tines.

COW SSI ONER W NSLOW  Madam Chair, it
woul d al so seemto ne, perhaps, it would lead to sone
duplication of effort, and it would seemal so to be
probably the | east substantive idea, not to denigrate the
idea, | think it is a good idea. O all of the ideals
that Staff and i ndependent contractor put forward, | put
this closer to the bottomin terns of its need or
i nperativeness in terms of the process.

And so, |'mmindful of my previous
position where | indicated that the risk for bidders, or
anything that is going to deter bidders, | think that is
in that category. You nake it nore conplicated, and on
top of that, you make the conpany do that nuch nore
effort in order to get through the process. And | think

repeating sone of the things, you have to | ook at anyway
in the process.

So, | would favor Del marva's position on
the super categori es.

CHAI R McRAE: Commi ssi oner d ark.

COW SSI ONER CLARK: | think it does
provide -- | nean, at |east sonme neasure of flexibility.
And we will be making a very, very big decision for SCS

custoners for nmany years if we go this route.

I, at this stage, would rather have that
additional bit of flexibility in review ng naybe two
close matters. The bidders are going to bid on this, |
mean, they are sophisticated conpanies. They are going
to nake a choice. The devel opers are going to want to be
part of this process.

I don't think that, in and of itself,
woul d deter their bidding or certainly inbal ance the
interest. | favor alittle bit on the side of
flexibility.

CHAIR McRAE: Flexibility in renoving
the super categori es.

COW SSI ONER CLARK: I n keeping the
super categories.

CHAI R McRAE: Commi ssi oner W nsl ow

favors not havi ng super categories.

COW SSI ONER W NSLOW  Per haps, |
m sunder st ood.

But ny understanding was, this was a
threshol d situation.

Am | m staken on that?

MR. SHEINGOLD: It is not a threshold.
There are no minimumin any of these categories. It is
just a way of conbining point scores. There is no
additional analysis that we're doing to do this.

Just kind of a point of context.
General | y speaking, you have point scoring for bid
evaluation, if it was done solely by a conpany, as



opposed to a governnental decision naker, they do tend to
be just points. If it's a governnental decision nmaker
where they would like to exercise judgment and naking the
final decisions, having the ability to exercise judgnent,
aside fromthe specific point scores, is a feature that
is fairly conmmpon. And that is what we're suggesting
her e.
CHAIR MRAE: Well, you have been asked
for action at this point on the super categories.
COW SSI ONER W NSLOW  Let's vote.
COW SSI ONER CLARK:  Madam Chair, | nove

that the Conmi ssion approve the use of the three super
categories through the RFP process.
CHAIR McRAE: |s there a notion?
COWM SSI ONER CONAVWAY:  Second t he

not i on.

CHAIR MRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COWM SSI ONER CONAVAY:  Yea.

COWM SSI ONER CLARK: Yea.

CHAI R McRAE: Opposed?

COW SSI ONER W NSLOW | abst ai n.

CHAI R McRAE: Abstention by Commi ssioner
W nsl ow.

And then we had the price versus
environmental benefit. Point spread with regard to that.
I would ask the consultant if you woul d

to clarify. | have recollections, but | don't have ful
details. It seenms to ne environnental benefits are
covered a couple up places. | know the 14 points.

know it was up to 14 points. Sonmewhere else | think
there are six points added, so it is 20 points. | can't
renenber where. In emssions or sonething. Maybe

Del marva. | can't renenber who put that together. Even
in looking at that issue, | think firmnunbers ought to
be in play.

MR SHEI NGOLD: Well, there are a nunber
of different categories. Environmental which has 14
points. There is fuel diversity. |If you are |ooking at,
say, a wind project, that would score very highly. It
al so woul d be considered in terns of price stability, and
the fact that the bidder would assunme current and future
envi ronmental conpliance costs. So, it would be taken
into consideration in price.

So, there are a nunber of ways in which
the environmental inpacts will sort of flow down through
the scoring system | don't know if that answered --

MR TOLMAN:  Madam Chair, point of
i nformati on, please.

When Dr. Kenpton spoke, he asked that
the Conmi ssion consider two separate different issues.

One, the distribution of points within
the price category. And secondly, price category versus
the environnental. And we got a new issue introduced,



whi ch was the consideration of three super categories.

Do you intend to deal with the
distribution within the price category after you have
di scussed the --

CHAIR McRAE: | thought | was trying to
do that now. That is what ny question was on. Price
versus environmental. And | was asking the consultant to
get grounded -- what were the points because
environmental is not just covered in the 14 points. It

is covered in other aspects of the proposal

So, ny question was designed to get to
the very point you're raising here.

MR TOLMAN:  Then, you are going to get
to the distribution of points within the price category
as a separate issue after this relative price versus
envi ronnent al .

Is that correct?

CHAIR MRAE: Yes. | amtrying to find
out --

COW SSI ONER CLARK:  Madam Chair, |
think the point is, we want to affirm whether or not
we're going to go with the 60 price versus nonprice
factor, 60/40. Go fromthe broad prospective and decide
what that makeup is and then cover the point allocation
within that price or nonprice item

CHAI R McRAE: So, you want a decision on
the 60/40 first.

MR. CHERRY: 40 and 20 out of the price

conponent.

I think M. Kenpton point was, let's
debate the relative inportance and the rel ative point
spread under the price category to price, absolute price
and price stability. That conposes 60 points. Is it
40/ 20? Should it be something different? Should price
be considered at all?

And the second issue that M. Tolnman is
getting to is what we were just debating a m nute ago
And that is within the nonprice category stability versus
envi ronnent al .

COW SSI ONER CLARK:  And if we are going
with the presunption that all parties agree that those
two category 60/40, that's fine, dependi ng upon where
that is. Do you understand? Do you understand where
am coming fron? |If you weigh one factor in a nonprice
category nuch hi gher, you may want to have it 50/50
60/ 40, 65/35. | guess the parties are all in agreenent,
it should be 60/40 then we should go onto the second
st ep.

CHAIR McRAE: | think the question
triggered an issue as to whether the parties are in
agreenent. Well, the parties naybe here, but there is a

question of challenge to that.

If | amunderstanding M. Kenpton
correctly, are you questioning the 60/40 conponent?
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MR KEMPTON: Well, if I could slightly
nodi fy what Conmmi ssioner Clark just said, it is 60/14.
In other words, it is a trade off between all of the
price categories together versus within the nonprice the
envi ronmental one which seems to be the focus of nost of
the comments, whereas contract terms and so forth which
are also in the nonprice, have not been addressed so
much.

So, if there were five points taken off
overall price, or 30 points taken off, that would
presumably get added onto the environnental part within
that 40.

CHAI R McRAE:  You know, | was trying to
pin down, which ties into your question is, environnenta
shows up in places. See, | don't know what environnental
neans in the point systemto you because when we tal k
about fuel diversity, when we tal k about em ssion
control, which is not under environnental, necessarily,
broadly, as | recall.

So, | don't even have a firm nunber as
to what is environnmental because there is potential for
environmental, clearly, being higher than 14.

MR. FIRESTONE: | would agree with that.
But just because you have fuel diversity doesn't
necessarily mean it is environmental

CHAIR MRAE: It doesn't nmean it is and
it doesn't nmean it isn't.

MR. FIRESTONE: It could be nucl ear
fuel. That woul d be diverse for Del aware, but woul d not
necessarily be considered to be proenvironnental

CHAI R McRAE: Proenvironmental. Wuld
em ssions control be considered proenvironnental ?

MR, FI RESTONE: Reduction in
envi ronnment al i npacts.

CHAIR McRAE: | believe there is a
separate nunber for that that is not tied to environment.

Is that correct?

MR FIRESTONE: M understanding is, it
isall inthe 14. Wthin the 14, it's subdivided. So,
there are four that relates to C02 em ssions and four
that relate to conventional air pollutants. And then
there's a few other points that go to | and inpact, water
i mpacts and wildlife inpacts.

But that there really are 14 explicit
points for environnmental. There are 20 explicit points
for price stability. And, again, you could use coal and

potentially have stable prices. And there are 33 points
right now for price, and then there are, | think, six
points for exposure which is its own sort of category
within the price category.

MR KEMPTON: Since | was asked what ny
suggestion is, which, of course, the Conmm ssion may take
a different direction, it was sinply to ask the trade off
between the explicit environmental points, which are 14
versus the price points. Because nost of the debate



seens to be between those two.

It's true that there are other things
that m ght have environmental conponents or m ght not.
But there may be support, or there may be a vote agai nst
increasing the part that is explicitly environnmental
agai nst the part which was explicitly price rel ated.

CHAI R McRAE: Any conments fromthe
Staff consultant's on that?

MR. CEDDES: | would ask M. Sheingold
to respond to that.

MR, SHEINGOLD: Yes. That was generally
an accurate sunmary of the scoring system

But what we have done, conpared to what
Del marva proposed, we have decreased the price score from
40 points to 33 points.

We have increased the environnenta
score fromseven to 14 points. So, we have taken into
consi deration sonme of these conments to provide nore
points for the environnmental score. Things that are
explicitly environnental

And | would add, just in the context of
other RFP's, what is explicitly priced as a percentage,
which is a third, is significantly |ower than what | have
seen in other RFP's. Typically, it is 50 percent or
above.

So, | think we noved back the price
stability score from15 to 20. So, we have nmade sone
adj ustnents to take into consideration sonme of the
comrent s nmade.

MR. KEMPTON: Are other RFP's operating
under a legislation that prioritizes price stability
first and environnental consideration second? | don't
think so.

You're tal king about RFP's that are
operating under different law. W have explicit
requirements in this | aw

CHAIR McRAE: Well, | would just say,
|l ooking at it, ny sense was that it did prioritize price
stability, actually, over other considerations.

MR, KEMPTON:  Excuse ne.

CHAIR McRAE: M reading of House Bill 6
was it did prioritize price stability over other
consi derations.

Wel |, Conmi ssioners, | do believe there
is a proposal before us to consider reapportioning the
point allocation to put nore toward environment. |
honestly don't know what your pleasure is there, as well,
as M. Cherry can certainly weigh in here, as well as
Del marva because | amsure it has inplications for them
as wel .

Anyone?

MR. CHERRY: Let nme say sonething.

I think we've come a long way in this
di scussi on on the environnent since we first started
tal ki ng about this when the |egislation was passed.



And M. Kenpton, | agree with the strict
reading of the legislation. You were here, and | was
here and many of the folks in this roomwere here.
honestly don't think that the |egislature would have
intended us to ensure an RFP or a new generation source
in Delaware that would ensure stable prices at the
expense of very high prices.

So, | think price has to be a

consi deration here. It has to be.

I think the consultant has done a good
job of weighing the many factors that are at play here.
We took it fromseven points in Del marva's proposal to
14. We got the stability factor, price stability factor
that could take that 14 higher. W got the fue
diversity factor that could take that price higher

We got super categories that could go
either way admittedly. And | think we heard it here

today. Some fol ks say, Wll, gee super category could
work against ne. Qhers say it could work for ne. |
think it can work both ways. | think it is a good

| evel i ng devi ce.

I amnot entirely satisfied with the
points that the environnent has gotten

| am satisfied that we have addressed
carbon. | amsatisfied with some of the pass through
requirenents.

But | do think what the Staff has put
together with our consultant's assistance is a good
conprom se. W can argue whether it ought to be one
point nore, five or nore or five less. But | amnot sure
we are going to get anywhere cl oser to consensus or
agreenent on what the right fornmula is given the intent

and uncertainty in the |egislation.

I think we have got before us a pretty
good proposal on the Staff recommendati ons.

Wth one exception, | mght add, and
got the mic so | can nake this. The one point, and it is
only one point, but | got to stand on ny soapbox about
somet hing for generators that m ght be able to bid into
the process and get an extra point for reducing their

current enmissions has got to go. |If it is a point that
is to be awarded under the process, | could not support
that. |If it's a concept that the evaluators look at, it

ought to be considered maybe in the super category
cont ext .

But | cannot agree that even giving one
point to a conpany that would have the capability of
reducing their em ssions by virtue of them neeting here,
or by virtue of them having greater em ssions per
megawatt hour than sonebody else. O in ignorance of
what the Departnent of Natural Resources is doing with
our Multi P rule and ratchetting down on em ssions that
we are going to do regardl ess of what happens here today.

So, with that one caveat, | amsatisfied
with the consultant's report and what's presented to us



here from St af f

CHAIR McRAE: Well, | certainly think
that was well said. | went back to |l ook at the points
nyself. | found it difficult to try to renmenber.

I think Phil Cherry has nmade sone very
excellent points. | don't know what the Conmi ssion's
views on that are. | renenber see sone of the nonprice

points, for your information, on Page 62 in the fina
report.

I think the changes, and |'mtrying to
find the other ones that we are tal king about. The price
ones are on -- | did not find that page -- | wanted
everybody to take a look at that. The proposed | ast
summary of how they should be aligned or 62 and 63
foll owi ng nonprice factors.

MR. TOLMAN: Madam Chair, as a point of
i nformati on here.

Four points within the 14 point category
for environmental issues are worded to mininize carbon
di oxi de. But | wonder how that works into the
consi deration of the RGA and the renewable portfolio
standard that the state has already conmitted itself to.

Can M. Cherry or, perhaps, sonmeone el se
comrent on that?

CHAIR MRAE: | will ask, do you want to

conment on that or the consultant? well, the four
points that are required in environmental for mnimnzing
carbon di oxi de.

Can sonmeone who is participating in
RGE, or subject to the requirenents of RGA benefit from
those points and RPS?

MR TOLMAN. Yes. Both the RGE and
renewabl e portfolio standard, they would both comnt
Del aware to reductions in CO2 em ssions, or, at |east,
the case of RGE the whole seven state area.

CHAIR McRAE: | think the consultant
al so said sonmething on that. You may have. But | will
et Phil Cherry speak first.

MR. SHEINGOLD: In ternms of the way the
poi nt scoring would work, and it is going to be based on
the em ssions or em ssion rates per negawatt hour

MR, CHERRY: So, you don't award points
for conpliance with those prograns. You award points on
the em ssion rates.

MR. SHEI NGOLD: Probably, per negawatt
hour .

MR. CHERRY: So, your point, M. Tol man,
participation in RGd, or conpliance with RGE doesn't,
in and of itself, get points. Enissions get points.

So, you would look at the facility, what
CO2 em ssions mght be per nmegawatt hour and divi all of
those points out according to that netric, not
necessarily whether or not they conplied with RGE or
bought their allowances. Well, |I'mnot sure how the



renewal portfolio standard woul d i npact the generators
for RGE.

MR. TOLMAN: M concern is that we, as
the State of Del aware, committed ourselves to two
di fferent agreements now, which ultimately have the
potential of decreasing CO2 enissions in the State of
Del awar e.

I wondered how we nake this conpatible
with putting in new generating facilities, which are
going to emt a large increase of CO2 into the
at nosphere.

MR. CHERRY: Well, whatever gets cited
If it's fossil fuel based, it will have to conply with
those prograns.

So, we can | ook forward beyond what The
State of Delaware's annual CO2 enissions are. This
ranki ng system | think, offers a point rationale or
points or reward systemfor facilities that emt |ess CO2
per negawatt hour than other facilities. Wnd over coal

for instance.

CHAIR McRAE: | would like some guidance
fromthe Conmissioners on this point.

I think Phil Cherry gave us sonething to
thi nk about. You also heard from M. Tol man and
M. Kenpton. | see M. Firestone's hand up. And
thereafter, | would have the Commi ssioners to determn ne
whet her we want to be on these points.

M. Firestone.

MR FIRESTONE: Yes. | would just
suggest the Conm ssion, perhaps, take up an explicit
proposal, sonething along the lines of shifting six
points fromprice to environmental reduction. And so,
rather than debate these sort of |oose notions that we
actually focused in on in explicit proposal of shifting
some points fromprice to environmental imnpact for
capt uring.

COW SSI ONER W NSLOW  Madam Chai r, |
agree with you about your comments about M. Cherry's
comments. | thought that they were | ogical and common
sense behind them | think there has been sone novenent
that we tal ked about with respect toward the environnent
fromother factors. And | also believe about the point
that M. Cherry referred to is a good point.

For that reason, | would nove consistent
with M. Cherry's comments.

COW SSI ONER CLARK:  Second with sone
coment s.

CHAI R McRAE: Second with sonme conments

COW SSI ONER CLARK:  Point of order. |
understood M. Cherry's suggestion to enconpass that
exi sting generators would not be able to obtain point
credit under the environmental category for reducing
their existing em ssions.

COMM SSI ONER W NSLOW  Correct.

CHAIR MRAE: Okay. It has been noved



and seconded that we accept the point allocation that has
been provided with the understandi ng not ed.

CHAIR MRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COW SSI ONER W NSLOW  Yea.

COWM SSI ONER CONAVAY:  Yea.

COWM SSI ONER CLARK: Yea.

CHAI R McRAE: (pposed? Very fine.

Let's a three-nminute break. W are
really coming to the finish |ine.

(A break was taken at, approximtely,

6: 00 p.m)

(Back on the record at, approximately,
6:10 p.m)

CHAl R McRAE: Are there any ot her
i ssues in bid evaluation that need to be addressed?

If not, we will nobve on to T&D
Eval uation. |Is there anything there?

| don't see anything we need to deal
with there.

MR WLSON: Madam Chair, is it
necessary to vote to reflect the agreenent that it not be
l[imted to five years, the evaluation?

CHAIR McRAE: | think we said that
unl ess you disagreed with Staff, who said the same thing
as you said, basically.

MR WLSON. But there is a party on the
record who disagrees with that.

MR, CEDDES: But that party is not
sayi ng anyt hi ng.

CHAIR McRAE: Well, we don't really want
to encourage themto speak if they are not talking.

COW SSI ONER W NSLOW  Madam Chai r, |
don't think he is listening.

CHAIR McRAE: That is fine with mne.

Maybe he has dropped the issue. |In all events, | think
to Del marva, we are on the sane page, Staff and yourself.

The next issue is the inputed debt
of f set.

COW SSI ONER CLARK:  That was an
agreenent to agree category; wasn't it?

MR GEDDES: Point of clarification.
Yes. Commissioner Clark is correct. W agreed that
i ssue is resol ved.

CHAIR McRAE: Yes. | will quickly turn
t he page.

Test bidding. | don't think there's an
i ssue there either.

Def aul t renedi es.

Wiere are we here?

COW SSI ONER CLARK: Did this go away
when the issue of firmversus unit contingent was signed,
as a point of order.

CHAIR McRAE: W are gone with that.



COW SSI ONER W NSLOW | concur.

CHAI R McRAE: Now, we have changes after
contract.

MR WLSON: We would ask for a specific
vote on each of these three itens.

CHAI R McRAE: Change in |law and how it
wi Il be handl ed. Pass through of costs. And change in
control .

Let nme just neke sure.

COW SSI ONER W NSLON  Would M. W/ son
articulate what his difference is with Staff in the
change of |aw category, if any.

MR, WLSON: Fundanentally, it all ties
back to pass through. |If there is a change in |aw,
whether it is a policy position, or it is a tax position,
it should not inpose any additional costs on the conpany
that is not automatically recoverable on a dollar per
doll ar basis fromthe customers.

COW SSI ONER W NSLOW  Are there
presently | aws that would support that position? In
ot her words, the laws that bind us.

MR WLSON. Present policy of this
Conmi ssi on woul d support that position.

COW SSI ONER CLARK: Change in | aw t hat
applies to bidders, to the generators. That is why I'm
conf used.

MR WLSON. It depends on how the
Conmi ssion ultimately deci des on how sonet hing, such as a
BTU tax is treated, whether it's considered a tax or

whether it's a considered a policy, and who bears the
cost of that.

Qur concern is that the conmpany does not
want to be put in an internediate position where the
mar keter is expecting paynment and the company has not
approved the pass through.

COW SSI ONER W NSLOWN  And we are
concerned about that, as well. But | believe it says
that bidders will assume change in law risk with one
exception. And that is the exception you just comrented
upon, in which case if it is above the average, the cost
woul d be borne by the seller.

MR WLSON. Right. But there was
substanti al debate on that one exception.

CHAIR McRAE: There was. Not that it
necessarily effects the Commission's position. But there
certainly was an issue raised about the pass through on
the carbon of BTU tax and whether it incentivized abuse
of environnental consideration. Because if you are not
feeling the cost, you don't really have an incentive to
-- you know -- to take any neasures. That was raised in
t he di scussi ons.

CHAI R McRAE: M. Long.

MR. LONG Thank you, Madam Chair.

| addressed this issue earlier. CQur



i ssue here is sinply, the inputs that go into putting our
bid together, our proposal for the RFP are based on
knowns at the time. W can't know exactly what | aw
changes are going to be made some tinme down the road.

Wth respect to the carbon tax, we don't
even know, outside of the RGE process, what specific
items, what specific limts are going to be put into
place. There is no way for us to accurately put a bid on
sonet hing that has not happened yet.

As a result, with respect to changes in
| aw going forward, we need, in order to get this project
financed, we need the ability with changes in |aw for
things like the carbon tax and ot her environnenta
regul ations, things of that nature, to be able to either
pass the cost through or re-open negotiations on the
contract.

It's inmperative. |It's clear. This is
anot her one of issues that is extrenely inportant to this
process. Commercially, this is done regularly.

Conmercial entities which are entering into contracts
whi ch each other that can't predict these things take
into account the need to re-open discussions on them or
pass those costs through at a | ater date.

MR WLSON. That would apply to
contracts that are freely negotiated. But in this
setting, that is not the case. So, these protections are
necessary at the front end because all of these matters
are being decided on footing which is decided to be
unequal .

MR. CHERRY: M. Long, | appreciate al
that NRG has done to further the discussion of | GCC here
in Del aware and el sewhere. You all are leaders in
pushing this issue. And | appreciate that.

I thought | had heard you say earlier
that your bid would include carbon capture and
sequestration. So, presunmably, you know the cost of
that, and you have that nunber.

| fully appreciate your inability to
predi ct what any sort of carbon tax woul d be.

But | thought we had covered the carbon
tax that it would be able to pass through within the PIM
classic nmodel. So, there might be sone nethod of
calculation for you or actually relives you of the nethod
of cal cul ati on.

And as for other criteria pollutants,
SOX, NOX, PM you are well aware of what we are doing
here in Del aware under the Multi P rule. You profess

that your 1GCC facility will neet those requirenents.
Timng is still an issue, and that I'msure will be
resolved at sonme point. Cearly, then, you got a price
tag on that.

So, with those sort of three conponents,
is there still an issue for NRG given where the Staff has
cone out on this issue?

MR LONG There is. W are dealing



with up to a 25-year contract here. And while we are
dealing with those things you nentioned right now, we
don't know what DNREC i s going to propose, or what the
Federal EPA is going to propose at a later tine.

On the carbon issue, let nme be clear
about that. W have proposed carbon capture now.
Clearly, carbon capture is the first step in the equation
to addressing that.

The sequestration thing, as | was
talking to sone other folks earlier, we nay be able to
deal with in time for this RFP if the stars align. |If it
doesn't, that's clearly sonmething that we are going to
have to take into account at a |ater date.

COW SSI ONER W NSLOW  Madam Chai r .

M. Long, the only standard Staff would
hold you to is the average entity. In other words, we

are not setting up a very high standard. Average is a
pretty nediocre sort of what you want your kid to get in
school. You guys are by reputation above average. Wat
makes you think you are going to performas a risk -- if
you can perform as just an average player in the field.

MR LONG Well, we are all in the
busi ness of trying to avoid risk as nuch as possible.
think that's what it comes down to.

COW SSI ONER W NSLOW W& woul d |1 ke
there to be some incentive to make sure that you continue
to feel that way.

MR LONG Well said. | think we are
trying to set the bar and provide incentive for a |ot of
ot her conpanies to put things |ike carbon capture on now.

And in the sane spirit of doing that, we
are also trying to mtigate the risk we see in this going
forward. And also at the sane tine, nake sure this
agreenent, this PPA has financeable terns init. Even
the average conmponent that you tal ked about, we have not
seen in other contracts. It is not sonething that the
i nvestors have | ooked at.

COVWM SSI ONER W NSLOW  Mbst of the PIM
standards are pretty much known and worked out and pretty
good formulized.

So, don't you think that would occur in
this situation, as well, that a group would get together
and cone up with standards and report themin an
appropri ate fashion.

MR. LONG Conmmissioner, it is a fair
poi nt .

Al | can say is, when we sit down to
put a bid together on this contract and when are
financers go to look at it, it is not going to be on an
i ssue-by-issue basis the way we | ooked at these today.

It will be the RFP, PPA in totality. There will be a
score card.

And as we know, and we have di scussed
repeatedly today, there are a nunber of provisions in the
report not just from Del marva, but fromthe Staff



recomendations, as well, that have been problematic from
the financing standpoint.

And my goal in raising this issue and
the other ones today is to nmake sure when NRG bi ds on
this, and, in fact, when any other entity bids on this,
we got the ability to go and get it financed and nmake it
happen.

CHAI R McRAE:  Yes.

MR CHERRY: M. Long on the issue

docunent, Page 20, Item 17, which is where we are today,
under NRG s coments there is a quotation here out of the
consultant's report that says, and | quote, It is
standard industry practice in long-term PPA's that future
envi ronmental conpliance costs that are not in the nature
of a tax, pursuant to existing and future | aws and
regul ati ons, would be a seller's responsibility.

Do you disagree with that
characterization?

MR LONG Should be the seller's
responsibility.

MR. CHERRY: Yes. That is what it says.

Shall be seller's responsibility. It is
standard i ndustry practice.

MR CEDDES: That is a quote from us.

MR CHERRY: Am|l reading this
correctly, M. Consultant?

MR SHEINGOLD: It sounds |ike sonething
we said.
GEDDES: He is quoting from Staff's
report.
CHERRY: Yes, | am
GEDDES: And you are asking him --
CHERRY: | am asking M. Long
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whet her he agrees with that statenment or not. The
suggestion is, they could not live with that kind of an
arrangenment. And yet, | amtrying to find out if it is
standard industry practice or not.

MR LONG We disagree with that
st at ement.

CHAIR McRAE: This statement does not
reflect your inputs. The statenment in here does not
reflect your inputs.

MR LONG No. The statement does
reflect our inputs. W are pointing out sonething that
is in the consultant's report that we di sagree wth.

MR GEDDES: Point of clarification.

W nmade that as a statement. NRGis
disagreeing with it. That is the industry standard. So,
there is a disagreenent between the Staff Consultant and
NRG as to whether that is the standard or not.

COW SSI ONER CLARK:  From Del marva's
prospective, you don't have an issue with the Staff's
reconmendat i on provi ded that additional marginal carbon
tax passes through to the SOS ratepayer.

Is that correct?



MR WLSON:. That's correct.
CHAIR McRAE: You just want a clear

decision. You don't want a decision later.

MR WLSON:. Absolutely. W want the
decision on the record, so it is clear this is what we
were instructed to do.

CHAIR McRAE: | do think fromwhat | am
reading that is being proposed by Staff appears to be
reasonable if you tie it to an average and the overall
average goes to the seller. And | think the average
hel ps keep the conpetitive balance there. Wthin PIM
you are going to be facing, and others are facing this
nunber. It kind of puts themon equal footing. That is
ny sense of what | get fromthis.

Is that not what the goal is to keep
them on equal footing here by using the PJM average? |
am tal king about Staff's |anguage on this as far as the
pass through issue.

MR CEDDES: | will ask M. Sheingold to
clarify that for you.

MR, SHEINGOLD: Yes. W would expect
market prices to increase by that anobunt. So, we are
sayi ng that the anount of increase that would be all owed
in the contract in the event of a tax would be by a
simlar anmount.

CHAIR McRAE: | would nove that we adopt

Staff's language in this regard.

MR WLSON. Your Honor, the point we
were raising, it is Staff's |anguage, plus the pass
t hr ough.

COW SSI ONER CLARK: Carbon tax --

CHAIR MRAE: | will nmake it clear. It
woul d i nclude a pass through of the costs and the seller
gets the overage. It does not say that it's clear. So,

that's a part of ny notion.

MR WLSON: Thank you.

COW SSI ONER CLARK:  Second.

CHAIR MRAE: M notion is we accept
Staff's |l anguage with respect to the tax, and then it has
speci al provision for the carbon tax, BTU tax.

And |'msaying to the extent that there
are costs that are transferred to the buyer, they are
pass through costs that will not be absorbed by Del marva.

MR WLSON: One last clarification.

It is the change of |aw which includes
t he tax.

CHAI R McRAE: Well --

MR WLSON: It was three points we were
trying to --

CHAIR McRAE: Well, no. Because on one

hand it says, Bidders w Il assune change of |aw risk.

So, it is not all change of |aw, except for. So, | am
not trying to say that it is a pass through on all change
of | aw
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My notion is that | accept Staff's
| anguage including the exception that Staff identified.
And | enlarge that to include any costs that is inposed
on the buyer would be a pass through and not a cost to
Del mar va.

MR WLSON: | stand corrected. It is
getting late. Thank you.
CHAIR McRAE: | understand. W are

getting there.

| definitely amnot saying, which is
contrary to Staff's | anguage, that all change of lawis a
pass through.

So, are we clear on what ny notion is.

Do | still have a second?

COW SSI ONER CLARK:  Second.

MR. CI TROLO Madam Chair, | am not

cl ear when you say pass through. It may be passed
through as a tax, but not necessarily passed through in
rates. | think that needs to be clarified. W're not
tal ki ng about sonething that is attributable to a rate
increase. This would be a tax that would show up as a
line itemon soneone's bill, not necessarily in rates.
CHAIR MRAE: | didn't get to that |eve
of detail. If you think it's inportant to specify that
where it shows up as a line itens. |Is that procedurally?

Do you automatically do that?

MR CITROLG Wiat |I'mreferring to, we
are not talking about ratemaking in this particular case.
We are tal king about a tax that would not be inposed,
obviously, by the PSC. And that our office has standing.
And other than to advise if passed by a legislative
conmittee or sonething fromthe adm nistration.

I think we need to talk in a strict
sense of a tax and not rates.

CHAIR McRAE: Okay. Is it sufficient
that that has been noted in the transcript?

MR, CEDDES: That is sufficient, |
believe. Al of that can be resolved at a | ater date,
pl ease.

CHAIR McRAE: Now, do | have a second?

COW SSI ONER CLARK:  Second.

CHAI R McRAE: Second from Conmi ssi oner
Clark there.

CHAIR MRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COWM SSI ONER W NSLOW  Yea.

COWM SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: Opposed?

Also, | think in ternms of change of
control, was that an issue? Do |I recall Del marva asking
for sonme response on that?

Because | did have a sense that there
m ght have been agreenent reached that approval woul d not



be unreasonably w thheld, and that was sonething that you
and Staff pretty nuch cane to terns on.

MR. WLSON: Your Honor, so long as the
change of control does not jeopardize any of the other
contract provisions, such as security and credit and
credit quality, then we would be in agreenent.

CHAIR McRAE: Wuldn't that go to
reasonabl eness. That would strike ne as a legitimte
basis for refusal to provide approval and defensible,
nysel f .

MR WLSON. | absolutely agree. | am
glad that it is on the record.

CHAIR McRAE: Well, that is ny opinion.

"' mone Commissioner. |'mnot sure how nuch it hel ps
you.

MR, GEDDES: WMadam Chair, this is a
traditional commercial termthat is in thousands of
contracts.

If there is a change in control, it
gi ves the conpany an opportunity to cone in and object to
it on the basis -- some of the criteria that M. WIson
cited -- or sone other criteria that they are not

agreeing to. And they have a reasonable basis to object
toit. And | think it covers the issue. And | think we
are in agreenent on it.

CHAIR McRAE: | think out of an
abundance of caution, M. WIlson wanted to make very sure
of that point.

And so, it appears that we are accepting
Staff's position here understanding that it is nowin
agreenment with the conpany.

Wio was it that was worried that we
woul d be closely aligned with Del narva.

COW SSI ONER W NSLOW  Madam Chai r, |
was going to ask M. Long to address that issue on this
| ast one. G ven what has happened this afternoon, |
thi nk Del marva woul d di spute that.

MR LONG | want to thank you for
revisiting that.

CHAIR McRAE: The last issue. Dispute
resol ution.

MR WLSON: Yes. Your Honor, we would
like for you to vote, basically, in support of the
Del marva position.

CHAIR McRAE: That's the one | was
tal ki ng about.

Conmi ssi oners, do you have any thoughts
t hat ?

COW SSI ONER WINSLOWN | woul d i ke
Del marva to address the Staff's position that this
opportunity that Del marva wi shes us to take is beyond our
usual scope of responsibility.

MR, WLSON: Essentially, this entire
process i s beyond the usual entire scope of
opportunities. So, we are into newterritory. Since we
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are there, let's be consistent. That's what we are
seeking, consistent treatnent. Who will know better how
we arrived at the various positions than this Comm ssion

And at the end of the day, any changes
that are proposed or inposed by an Arbitrator, or sone
ot her person, we have to bring it to this Conm ssion

Whet her that is a condition change, or it's a change that
i npacts custoners. Because we can't unilaterally
increase rates. W can't unilaterally change the
contract. This is not your typical conmercial agreenent.

This is a legislatively mandated
contract that will have the stamp of four or five
agencies. And then you want to us unilaterally be
responsi bl e for changes and reinterpretation. That is
sinmply not consistent with the process. It is a
different process. W have to adopt a different way of
arbitrating.

MR GQUY: Madam Chair, if | may.

In the Mrant case, the debtor there
tried to get out of obligations to a | ong-term contract
that had repercussions to ratepayers. They said that was
in their business judgnent and they could do that. And
the only entity that needed to deci de was the Bankruptcy
Court.

That was an issue that PEPCO litigated.
It went all the way up to the Fifth Crcuit. And what
the Fifth Grcuit said, sonmeone should be protecting the
public interest here. And they said that that should be
FERC. FERC should be involved in the process.

This is a situation where sonet hing

could go awmy with this contract. You are in the best
position as the Public Service Commission to protect the
public interest. And that is why it nakes sense for you
to be involved if the benefit of this contract, which
again, this is to benefit ratepayers on the assunption
that power prices will be above the contract price.

In that situation, the best party to
adj udi cate that dispute is you.

CHAIR McRAE: Well, the Conmi ssion can
certainly intervene in litigation. It may be alittle
different with arbitration. But to the extent that
litigation was the chosen course, there is a good chance
we woul d have st andi ng.

But I want to ask Staff, | was a little
taken by the | anguage, not to say that I'minterested in
extra work, but the contract dispute resolution is beyond
the normal scope of PSC responsibilities. And we have
certainly done a fair ampunt of that in tel econmunication

and sone other things. | guess | wasn't quite clear as
-- not that | am seeking additional work -- what nade
this uniquely separate.

MR, CEDDES: Well, | would not disagree

with any of the coment, especially by M. WIson, that
we are sort of in a unique place
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But our point was, the Conm ssion's
work is related to rate regulation. And

arbitrating contract disputes is not.

The fact that we have participated, the

Conmi ssion has participated, along with other state

agenci es,

in setting up the criteria in which this bidis

going to be evaluated, and ultimately that nay becone an

i ssue,

do not think that that necessarily requires the

Conmmi ssion to arbitrate the dispute

The Mrant case that M. Quy likes to

bring up every tine he cones to the m crophone was

sett| ed.

And | just think that our point was,

this is something that probably should find its way
through an arbitration first before it cones to the

Commi ssi on,

or the conpany if it losses it, | assunme wll

be seeking some kind of rate recovery.

But to have a third party, an
i ndependent party,
in, perhaps,

soneone who was not initially involved

setting up the criteria, by which the bid

was eval uated and ultimately accepted and power flowed
under that contract, be the preferred forumfor the

initial

resol ution.
And in NRG s comments, there is a

perception there that this is not, perhaps, the fairest
forumto initially address these disputes given the
Conmi ssion's involvenent in the process.

M. Geddes'

this report.

COW SSI ONER CLARK: | appreciate
st at enent.

am persuaded by Del marva's argument in

W spent the |ast seven or eight hours

goi ng through this and really deciding many of the
different provisions that are going to go in this RFP

There will

end.

t he end.

be many state agencies involved on the tai
essentially, dealing with SOS custoners in
don't see a problemwith us -- | think it is

nost appropriate a state agency and probably we are the
ones best qualified, | would imagine, to arbitrate an
i ssue like this and make a deci sion

woul d nove to approve or accept

Del marva' s position.

t hat.

COWM SSI ONER CONAVAY: | will second

CHAIR McRAE: Al in favor.
Yea.

COW SSI ONER LESTER:  Yea.
COWM SSI ONER W NSLOW  Yea.
COVM SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.
CHAI R McRAE: (Opposed? Very fine.
For the record, even though he is not

affected, M. Cherry abstai ned.

MR. GEDDES: Madam Chair, before

everyone gets in a rush to |l eave, | believe the

Conmi ssion earlier said that they were inclined to have



final clean-up notion, to the extent specific issues were
not discussed that the Staff's report would be the basis
on which the order would be witten.

COW SSI ONER CLARK:  Madam Chair, | nobve
that the independent consultant's report be adopted on
any issues not covered, other than the two that will be
addressed at the Cctober 31st neeting.

CHAIR McRAE: |Is there a second?

COWM SSI ONER CONAWAY:  Second t he

not i on.

CHAIR MRAE: Al in favor.

Yea.

COW SSI ONER LESTER:  Yea.

COWM SSI ONER W NSLOW  Yea.

COWM SSI ONER CONAVAY:  Yea.

COW SSI ONER CLARK: Yea.

CHAI R McRAE: (pposed? Very fine.

And before we adjourned, | truly want to
thank everyone for your thoughtful coments. It was,

i ndeed, very informative to ne that you stayed unti
darkness, which | only thought | was joking about and
have really given sone very considerable input into this
process.

At the end of the day, nobody wal ks away
with everything they like to have and that includes even
the Conmi ssioners. But, | think, that we did put forth
our best efforts to try to work through sone very conpl ex
i ssues, tied to sone fairly conplex |egislation. And, of
course, as tinme goes on, we hope that you will continue
to follow the process and be hel pful where you can

Thank you, again. |, especially, want
to thank ny coll eague, Philip Cherry for his involvenent
in making the process easier by joining with us today.

And with that, | will say the neeting is
adj ourned. Thank you.

(The Public Service Comm ssion Hearing
was concl uded at, approximately, 6:50 p.m)
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